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ABSTRACT 


Delinquency on the part of Navy contractors plays an 
important role in exacerbating the shortage of repair parts 
needed to support the fleet. Nearly one guarter of all stock 
and in-use item contracts can be classified as delinquent. 
SPCC, in its role aS a weapons system life cycle manager, 
faces a complex, and very real delinguency problem. 

The objective of this research effort, is to explore 
those factors associated with the procurement of stock and 
in-use items, thaz contribute most to the problem of managing 
delinguency. Emp.1asis is placed on environmental factors 
and the probiums of managing a procurement organization as 
a public entity. Problem-solving strategies are analyzed 
and discussed as are contractual and extra-contractual 
considerations that may help to mitigate the delinquency 


problem. 
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is LNTRODUCTION 


A. THE PROBLEM OVERVIEW 

The classic equation that provides the objectives from 
which procurement in the Department of Defense (DOD) pro- 
ceeds, is comprised of essentially five variables each of 
which in its own right has a material effect on the con- 
plexion of the desired outcome. Stated in its proper form, 
the equation proviaces that the procurement function should 
acquire materials and/or services of the right quality, in 
mieebignit quantity, at the right price, from the right source, 
and at the right time. In industry, firms are generally 
aware of and have the tools to substantially control or moder- 
ate the degree of change any one or more of the variables may 
encounter over the course of a procurement cycle. In DOD, 
however, because of mitigating elements such as Congressionally 
imposed direction in the form of law, policy and regulation 
established to protect the public interest, socio-economic 
considerations, procedural limitations, lack of sufficient 
planning, the changing face of national defense and more, the 
procurement function finds itself severely limited in its own 
ability to control and sometimes to even affect the often 
significant degree to which any one of the variables may 
Bevyiate from 1tS anticipated norm in promoting the desired 


outcome. 





Notwithstanding the importance of each variable in the 
equation, it is this study's intent to focus on the last 
and perhaps the most critical of all the variables ... at the 
right time. This element has two meanings but infers only 
one conclusion. We may understand it to mean that the item 
in question should be procured at a time sufficient enough to 
allow for delivery (production, inspection and shipment con- 
Sidered) at a predetermined point in time. Conversely we may 
understand it to mean simply, that the item in question should 
be delivered at the time desired by the consumer. Whichever 
viewpoint is chosen, the conclusion is the same, ... "at the 
right time" means, the item, allowing for accepted contractor 
lead time ali factors considered, should be available to the 
consumer at the voirt in time selected by the consumer as 
being necessary to the fulfillment of its needs. 

Senecorling che “fifth variable,” that 1s, ensuring that 
the supplies arrive at the designated site on time has proven 
eae Clm@eive CG managers of many current DOD contracts. It 
has been estimated that DOD wide, "one contract in four has 
not met its delivery schedule," [Ref. 1]. Further, of those 
contracts which have in fact been deemed "late" over eighty 
percent were more than ninety days overdue. In a multi- 
billion dollar procurement environment subject to often sufio- 
cating perusal by Congress and the public at large, an aggregate 
failure to deliver or to have delivered, billions of dollars 
of goods under contract, opens up a Pandora's Box of point- 


counter-point, criticism and review by those who would seek 





to further constrain the DOB procurement element in its 
abilaty to effectively and efficientiy meet its mission 
requirements. 

There are many factors associated with the current state 
of affairs relevant to the issue of liate deliveries. The 
Changing face of national defense brings with it many unique, 
dynamic and often "hard" demands which foster a need for 
flexible and creative response. This type of response is 
often difficult to obtain because the gamut of tools avail- 
able to the procurement community, conceived to provide for 
just this type of response, tend to be unwieldy, pacific and 
ineffectual because of legal, workload or statutory 
considerations. 

It 1s the purpose of this thesis te explore, discuss and 
analyze the problem of late deliveries under DOD contract. 
Questions pertaining to why the problem ex:.sts, causal factors, 
how the problem is managed, the effects of externalities and 
more will be presented and discussec throughout. Focus will 
be directed to a particular segment or the DOD frocurement 
environment in addition to providing primary concentration on 


the problem of managing delinquencies. 


B. DELINQUENCY DEFINED 

Prior to engaging the subject matter herein, it would do 
well to make a clear distinction between contracts that are 
currently suffering some manner of delay and those which are 


delinquent. 





Contracts experiencing some form of delay are not neces- 
sarily delinquent in that the delay may be considered excusable. 
To be excusable a delay must meet three general requirements. 
First, the delay must arise from unforeseeable causes. The 
underlying concern here is that the contractor must have no 
knowledge of, nor reason to know of, causes or events con- 
tributory to delay, prior to bidding. Second, to be excusable 
the event must be beyond the control of the contractor. The 
second requirement presumes that the contractor could not 
have prevented the occurrence of the event nor could he have 
performed in spite of the occurrence. Finally, the delay must 
also be without the fault or negligence of the contractor. 
Fault or negligence refers to acts or omissions by the con- 
tractor which cause delay. 

Reasons for excusable delays are legion. The principal 
purpose of such are to protect the contractor from sanctions 
for late performance. Under the canopy of the excusable 
delay the contractor is protected from termination proceedings, 
damages (either actual or liquidated), reprocurement costs 
and so on. Examples of delays generally considered to be 
excusable are: Acts of God, Weather, Government or Sovereign 
Pets, Fire, Freight Embargo and others. Examples of the most 
common (Government Acts), would be: data delays, specifica- 
tion changes, slow response to requests for waivers and so on. 
The Government, subsequent to the delay, generally modifies 


the contract to extend the applicable delivery date. Although 
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the required items have been "delayed," they are not 
Rdelinouent.” 

Of course not every fire, or Government Act or freight 
embargo 1S considered an excusable delay. "Whether or not a 
delay 1s viewed as excusable will depend on the language of 
the contract in question," [Ref. 2]. In the Department of 
Defense (DOD), the Defauit Clause, paragraph (c), governs 
excusable delays in fixed price supply contracts. 

To describe delinquency, Webster uses the phrase "conduct 
that is out of accord with accepted behavior or the law," 
[Ref. 3]. Since the law recognizes performance in accordance 
with the terms of a contract as a duty, it stands that non- 
delivery for which there is no bonafide (accepted) excuse, is 
conduct out of accord with the law, hence delinquent: ~ 

pubpecontractor Giftficulties, financial problems, lack of 
facilities and equipment, lack of materials, poor planning and 
SO On are examples of causes of delays which are forseeable, 
within the contractor's general ability to control and/or are 
reflections of some fault or negligence on the part of the 
contractor and hence considered non-excusable. Therefore, as 
aptly quoted in Administration of Government Contracts, "the 
contractor bears the risk of both time and cost for delays 


wren he Causes Or which are within his control," [Ref. 4]. 


DAR (8:25-101.3) defines delinquency as actual failure to 
meet delivery schedule or potential failure to meet the 
schedule due to failure to maintain adequate progress. 
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ee Reowanen PERSPECTIVE 

There are many unique considerations attributable to the 
various "houses" of procurement within DOD. To avoid con- 
flict in consistency in review which may be created by arbi- 
trarily combining peculiar procedural or industry practices 
under the auspices of a single study of the fifth variable, 
it has been determined that a segmentation of the procurement 
environment is necessary. This thesis, because of experience 
and familiarity, will be primarily concerned with a study of 
procurement within the Navy. The Navy procurement environment 
may be seqmented in many ways, however, the most meaningful 
@iyision from the standpoint of procedural, industrial (market) 
and environmental peciliarities would be as follows: systems 
acquisition (ships, weapons systems, aircraft); commodity 
procurement (incustrial machinery, services, ADPE); and stock 
and in-use item procurement (consumables, repair parts). 

Each procurement segment is, in and of itself, more than 
a worthy subject for a comprehensive study of late deliveries. 
This study has chosen the area of procurement of stock and 
mse Litems as its focal point. The logical choice for con- 
centration of review and analysis when dealing with any issue 
surrounding the procurement of stock and in-use items in the 
Navy, and the source selected by this study to be its primary 
discussion base, is the Naval Ships Parts Control Center (SPCC), 
Mechanicsburg, Pennsylvania. 

Because of the differences in approach to the management 


of "delayed" deliveries as opposed to "delinquent" deliveries 
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(see Introduction; Section B), the causes, effects, responses 
to and critical nature surrounding each, this thesis will 
provide primary (although not exclusive) coverage of delin- 
quent deliveries. This has been done for two reasons. First, 
delinquent deliveries form the bulk (greater than 80%) of the 
body of late deliveries experienced by SPCC. Second, delin- 
quent deliveries are those which are the fault: of the prime 
SemeractOr and no other. They are, therefore, of greater 
import because the tools available to the Government to deal 
with them are more "whole" and hence more effective because 
of the absence of Government fault. Delays, to which the 
Government is a party either via intent or neglect are more a 
matter of coordination, pre-planning and careful administra- 
tion and are less clear cut as to responsibility. Consideration 
of "delays" will, however, not be absent from this study. 

To summarize then, this study will focus primarily on 
a review and analysis of the problem of delinquent deliveries 
in the procurement of stock and in-use items performed by 
the Naval Ships Parts Control Center (SPCC), Mechanicsburg, 


Pennsylvania. 


D. ASSUMPTIONS 
This study assumes the reader has a working knowledge of 
DOD procurement procedures especially those that relate to 


contract administration. No attempt has been made in this 


+ percentage data obtained via review of DD Forms 1654, 
statistical sampling records review and interviews. 
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study to analyze or discuss in detail the various remedies 
available, such as Termination for Convenience, Termination 
for Default, Changes, Inspection, etc. Where reference is 
made to these remedies it will be done in such a way as to 
present a point or expand upon some other consideration. 

The basics of contract law, responsibilities of the par- 
ties, agency law, and the underlying operation of the DOD- 
industry procurement interface, are assumed to be understood 


by the reader. 


E. RESEARCH METHODOLOGY 

An extensive review of relevant literature was conducted 
to gain a current and historical perspective on the instant 
subject. Various sources such as the Naval Postgraduate 
School Library, the Defense Logistics Studies Information Ex- 
change (DLSIE), Federal Legal Information through Electronics 
(FLITE) system, the Air Force Business Research Management 
Center, the Defense Systems Management College, current 
textual matter and various other publications both publiciy 
and privately developed were helpful in the formulation of 
perspective. 

To complement and add depth and current personal experi- 
ence to the body of printed matter considered, an on site 
mBeview and analysis of the procurement function at SPCC, was 
performed. This review and analysis included personal inter- 
views, records reviews, statistical sampling (informal), 


literature review (including procedures, policies and relevant 
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regulations), informal conversations, records flow review and 
more. Flexibility was stressed throughout the review period. 
Pre-developed, pre-tested review questions were considered 
inappropriate for the conduct of personal interviews because 
of their tendency to focus the individual on a narrow realm 
of consideration and open the floor to personal bias and dis- 
tortions based on single subject concentration. Instead, the 
interviews were informal, using a broad-stroke approach touch- 
ing on many work related subjects moving in and out of con- 
Sideration of the problem subject to preclude focus. With 
more senior management personnel, the questions and conversa- 
tions tended toward the more formal and structured. 

To contrast and compare data gathered at SPCC with that of 
eeeomiiar Organization outside the public sector, a comparable 
on site review was conducted at a major central California 
corporation heavily engaged in defense-related business. This 
firm was selected because of the scale of its contracts and 
the high level of stock and in-use item procurement needed to 
support them. The review and analysis conducted on site was 
Similar in all respects to that accomplished at SPCC, albeit 
with less concentration on non-management personnel. 

Finally, information thus obtained was analyzed, compared, 
contrasted and molded to present a cogent picture of the 
existing environment, forces, effects and considerations rele- 
vant to the problem of delinquency in the procurement of stock 


and in-use items. 
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F. ORGANIZATION 

Sricieal to an umderstanding of the study problem, is 
an understanding of the existing procurement environment. 
Chapter II follows the Introduction, with a review of the 
current management environment, beginning with an overview, 
then focusing on a specific management element. Considera- 
tion is also given to the characteristics of work performed 
and a summary of how the environment affects the way manage- 
ment responds. 

Chapter III discusses the problem itself from many points 
of view. Why the problem exists, its elements, scope and 
Characteristics are all considered in this chapter, as are 
managements’ concerns and limits. The chapter concludes by 
tying in what was learned about the environment in Chapter 
EI with the insight gained in Chapter III. 

An analysis and reviiew of what 1s being done and what can 
or should be done to deal with the problem, is presented in 
Chapter IV. The chapter follows a sequential approach from 
the earliest (planning) stage to the post-award management 
and administration phase allowing for consideration of the 
various management techniques required at particular "gates" 
in the procurement cvcle. 

Chapter V presents a personal view, on the part of the 
author, as to the sense of proportion that should be exer- 
cised when dealing with the problem in general. 

The final chapter summarizes conclusions drawn via review 


and analysis of all data gathered and presents them as an aid 
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to the reader to provide for a clear understanding of material 
presented throughout the study. Recommendations are offered 
to management for their consideration in dealing with the 
problem. 

Relevant exhibits, a list of references and a bibliography 


follow the chapters. 
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II. THE MANAGEMENT ENVIRONMENT 


oe LNTRODUCTION 

In the preceding chapter, the reader was provided with a 
very broad overview of the delinquency problem and was briefly 
acquainted with some of the considerations associated with 
its management. It would be inappropriate to move directly 
into an in-depth study of the problem (a task that will be 
accomplished in Chapter III), without first establishing a 
point of reference from which to embark. 

Everyone would agree that management problems are not 
created in a vacuum. They are, in fact, functions of an 
environment surrounding some process or structure or the result 
of interactive commerce that gives rise to conflicting ideals 
Or provides for a divergence of pursued goals and objectives. 
To understand a particular management problem, in this case, 
delinquency, one must first be well grounded in the essentials 
of the environment in which it exists. This is the purpose 
of Chapter II. 

The chapter begins with a detailed examination of the 
process--the mission of SPCC. This comprehensive review pro- 
vides the reader with an understanding of the duties and 
responsibilities of SPCC as an inventory control point. More 
importantly, the discussion centers on SPCC‘s role as a weapons 
system life cycle manager, setting the stage for a later dis- 


cussion of why this process is conducive to problem formulation. 
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The following section deals with the structure (organization) 
Sieorec SS Contracting Department. This is important from the 
standpoint that organization structure is a reflection of 
management's recognition of and response to its environment 
(a topic discussed in detail in Chapter III). Chapter II 
concludes with an illustration of the workload faced at SPCC, 
in the Contract Management Division. This topic is significant 
when considering problem management because it directly affects 
the level of resources that can be devoted to problem-solving. 
As a consequence, management's strategy will be greatly influ- 
enced by the characteristics of the work faced by their per- 
scnnel. Elements of this topic will be discussed in subsequent 
chapters. 

In summary, Chapter II is a transition chapter designed 
to act as a backdrop for the reader's consideration when seek- 
ing to gain perspective on the genesis of the delinquency 
problem. The chapter also serves to add substance to critical 
analysis of the components of the delinquency problem, per- 


formed in later chapters. 


Bee orCC AS AN INVENTORY CONTROL POINT 

SPCC is one of the two major inventory control points 
(ICP), in the Navy (the other being the Aviation Supply Office 
(ASO), in Philadelphia, Pennsylvania). The self-proclaimed 
goal of SPCC is to “provide cost effective and responsive 
supply support to the fleet," [Ref. 5]. To achieve this goal, 


SPCC must consistently meet or exceed Department of Defense 
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(DOD) criteria for supply support effectiveness which requires 
that 85% of all requests for stock items must be immediately 
Svailablé from on-hahd material. The effect of this policy 
Praenie = procurement funetion Ts subStantial. 

SPCC manages an invenzory of over 450,000 line items of 
material ranging from ship propulsion equipment and missile 
systems to materiai nandling equipment, including the central 
management responsibility for conventional ammunition. In 
reality, few of the SPCC managed line items are actually 
stocked physically at SPCC. Instead, the items are stocked 
at Naval Supply Centers (NSC), Naval Supply Depots (NSD) and 
aboard Fleet Stores Ships located close to the fleets. 
@airoughn these Navy Supply System stockpoints, SPCC monitors 
Navy material transactions world-wide for its own managed 
items and directly controls the issue of many critical use 
items. Usually, material issues take place at the stock point 
closest to the customer. The stock point then reports the 
issue to SPCC via a Transaction Item Report (TIR). There 
are times, however, when the stock point cannot meet the re- 
guest and the requisition document is passed (normally via a 
Bempucer communications network) to SPCC for action. If SPCC 
locates the item, the stock point having it will be advised 
to forward it to the customer. If, however, SPCC cannot fill 
the request, the requirement will either be backordered or 


a spot buy will be made. In FY81, SPCC performed over 39,000 
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stock acquisition actions and over 35,000 spot buys.* This 
process of making material available for issue is, in actuality, 
a three-tiered process involving requirements determination, 
material procurement and procurement funding, which, in sum, 
fee wp thescore of SPCC's Supply Operataons, Group (SOG). 
LEnesSOGepernfiommsmiive major functions. Sorethe most 
part, these functions relate to the deployment/operations phase 
of a weapons system life cycle. They are: requirements 
determination, material procurement, procurement funding, 
material issue and repairables management" j{Ref. 6]. Sophis- 
ticated computer technology 1s used to process muiti-variable 
data including procurement administrative lead time (PALT), 
risk, holding cost and safety levels, to detexmine a reorder 
level and an economic order quantity (EOC) for each SPCC 
managed item. As noted earlier, TIR's from the fleet supply pro- 
vide on-going input data as to what material has lseen received 
and what has been issued. This information is then auto- 
matically compared with actual iaceenll levels of material and 
a computer program designed to monitor the status of each line 
item, determines whether or not a buy is necessary, based on 
the current stock level and the predetermined reorder level. 
This is, in a simplified form, requirements determination, 
the result of which is to either buy or repair material to 


meet the customers needs. 


toontract statistics, above and in subsequent chapters, 
unless otherwise noted, are derived from SPCC Contract Statistics. 
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in @Y1981;, SPCC emgaged in over 39,000 stock accuisition 
actions at a value in excess of $850 million and a near equal 
number of spot buys which totaled over $120 million. These 
items were purchased to support a Navy which is rapidly ex- 
panding toward the 600 ship mark and which is composed of 
vessels as diversified as a Spruance Class Destroyer, which 
Manages an on-board material inventory of over 30,000 line 
items or a Poseidon Fleet Ballistic Missile Submarine, managing 
over 20,000 items of inventory. To meet its customers needs 
from the procurement standpoint, SPCC will engage in routine 
stock buys to help ensure they meet anticipated demand and/ 
Or will process spot buys for not carried items and for high 
priority requirements for items not in stock (not carried or 
not stocked items are abbreviated as NSI while items that 
currently are not in stock are shown as NIS). The majority 
Of spot buys are for a quantity of, remarkably, one each. 

Funding for stock-type procurements comes from the Navy 
Stock Fund (NSF). This is a revolving account consisting of 
both money and low cost, consumable type repair parts. The 
fund itself is considered revolving because it 1S replenished 
by fleet users who order material carried by (or under) the 
Beeck sumad and pay for it out of their assigned operating 
funds. SPCC then turns around and replenishes its stocks 
with the fleet provided funds. Conversely, fleet commands 
need not expend their operating funds for depot level repair- 


ables or end-items because SPCC receives Appropriation 
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Purchases Account (APA) funding from the various hardware 
systems commands to provide for this type of transaction. 
Similarly, fleet commands need not provide their own funding 
for the repair of APA material because the hardware commands 
provide Operations and Maintenance, Navy (OM&N) funding for 
all APA procured material. 

From the above described Supply Operations Group functions 
(requirements determination, material procurement, and procure- 
ment funding), material is made available for issue to the 
fleet. Of the 450,000 SPCC managed line items, approximately 
80% are consumable piece parts and the remainder are repair- 
ables (APA) material (a repairable is an item that essentially 
costs less to repair than it costs to replace, and the over- 
all turn around time to reuse is shorter than if it were 
reprocured) . 

In conjunction with its supply support operations, SPCC 
is also responsible for program support functions, that is, 
"deciding who, what, when and how the Navy will provide logis- 
tic support to a given weapon system," [{Ref. 7]. The Weapons 
System Support Group (WSSG), provides for: 

A) Platform Management...a centralization of responsi- 
bility for supply and logistics support for an 
entire new construction ship or class of ships in 
peGucdGm EC wpEOVIGIng pDOINnt Of contact liaison for 
Peace ers eine sippore Of ship construction. 

B) Program Management...the responsibility for coor- 
dinating all efforts to assure support for the 
operation and maintenance of a particular equipment. 

C) Provisioning...determining the range and quantity 


of spares and repair parts required to support and 
maintain a particular piece of equipment. 
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D) Allowance Documents...the publishing and distribwu- 
tion of allowance documents of which the Consoli- 
dated Shipbcard Allowance List (COSAL), is 
probably the most important. The COSAL is used to 
identify and obtain repair parts needed for 
maintenance of ali installed equipment. 
Piece iueene:! then, SPCC, as an Ofrganizational entity, 
has the all encompassing responsibility of weapons life cycle 
management. AS a weapons system is born, that is, as it moves 
through the conceptual phase to the early developmentai/ 
validation phase, SPCC begins to work with the hardware sys- 
tems commands. This is a coordinated, combined management 
effort, which weeds tnrough a myriad of economic, technical, 
cost, performance and reliability questions to actually 
validate the system. If successful and the system moves on 
to engineering development, SPCC's WSSG enters the process to 
provide coordination and program support and prepare initial 
provisioning estimates. While the hardware system commands 
are releasing the first production contracts, SPCC is busily 
determining inventcry management responsibilities and the 
range and depth of necessary spare parts support for the system, 
along with building necessary computer and technical files 
to support the system and preparing and publishing the Allowance 
Parts Lists (APL). 
Finally, when the system is actually delivered and installed 
aboard a fleet unit, SPCC's SOG takes over to support it. 
The initially provisioned spare parts stocks will last until 


actual demand patterns have been established via usage data. 


Future material buys will be based on demand and pre-determined 
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r@order levels (requirements determination). The program 
Support function and the supply support function now pro- 
ceed simultaneously with the inventory manager, SPCC, now 


having prime responsibility to support the system in the fleet. 


C. CONTRACTING DEPARTMENT RESPONSIBILITIES 

The Contracting Department, as noted above, is a func- 
tional element of the SOG. As such, the Contracting Depart- 
ment is primarily responsible, as the purchasing arm of the 
SOG, for processing spot buys to fill NSI and NIS requirements 
and for completing stock acquisition actions for the replenish- 
ment of stock in the supply system. These two majox responsi- 
bilities account for over 95% of all Contracting Department 
actions (using FY81 data). Additionally, however, ‘she 
department is also responsible as the purchasing el2ament for 
the provisioning process, which, again, is the determination 
of range and depth of repair parts necessary to support and 
Maintain a given equipment. The procurement of conventional 
ammunition and related material, software contracting for 
tenant and related activities, service contracting, contracts 
for commercial repair and station support contracts are all 
examples of other Contracting Department responsibilities. 

SPCC'’s Contracting Department (Code 02 under the new 
organizational scheme, discussed below), derives its purchasing 
authority through the Naval Supply Systems Command (NAVSUP) 
mecldmoucchasing Organization. As a contracting activity it 


has been granted the highest level of authority possible below 
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the Naval Material (NAVMAT) level, for administrative deter- 
minations regarding the procurement process. Current limita- 
tions are as follows: 
Dollar Authority: 
Formally Advertised Awards: unlimited 
Negotiated Awards Sa fe million? 

The two basic methods of purchasing, formal advertising 
and negotiation, are used at SPCC, which is, of course, 
governed by the Defense Acquisition Regulation in its pur- 
chasing activities. SPCC receives concurrent guidance from 
the Navy Contracting Directives (NCD), NAVSUP Publication 
467 and others. The traditional contractual and pre-contrac- 
tual instruments such as the Invitation For Bids (IFB), the 
Request For Proposals (RFP), delivery orders and Basic Ordering 
Agreements (BOA), are used at SPCC. Formal contractual vehi- 
cles in use at SPCC are two-party, primarily fixed price, 
with incentive and indefinite delivery types also used. 

Mero ol, SeCe completed over 111,000 contract actions, 
which included awards both over and under $10,000, for a total 
value exceeding one billion dollars. Thebulkof the actions 
(87.5%) were processed in the $1-$10,000 range while the most 
dollars were committed through actions with $100-$500,000 
(1,351 actions). As noted earlier, stock acquisition actions 


predominate, followed rather closely (39,019 to 35,016) by 


tin accordance with the Navy Contracting Directives (NCD), 
negotiated awards over $2 million require NAVSUP approval while 
negotiated awards greater than $10 million call for NAVMAT 
aporoval. 
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spot buy actions. The most common method of procuring SPCC 
managed material is through sole source negotiation, which 
accounted for a huge 74% share of the actions of all methods 
used and likewise accounted for 74% of the value of all 
methods/actions. Competitive negotiation followed with roughly 
14% of all actions while formally advertised procurements 
encompassed 10.6% of the total. 

Purchase orders, in general, and priced, fast-pay purchase 
orders were the most commonly used contractual vehicles, 
garnishing nearly 58% of all actions and approximately 10% 
of the value of total dollars committed (all purchase order 
tvpes). Orders under Basic Ordering Agreements (BOA) accounted 
peomemees Of the total dollar value committed (9.73 of all 
actions), followed by awards obtained via the negotiation 
process amounting to nearly 19% of the total dollar value 
(2.4% of all actions). 

The categories of material falling under the purchasing 
responsibility of SPCC's Contracting Department is lengthy 
and comprehensive. By far, shipboard equipment receives the 
most attention. 1H and 7H COG shipboard material accounted 
meeover /0% Of all ptirchase actions in FY81, but electronics, 
test equipment, ordnance and material handling equipment also 
contributed to the hefty workload. This material was procured, 
not only for stock replenishment, but in support of many 
important Navy programs including the BB-62 reactivation 
project, Trident, Foreign Military Sales (FMS) and several 


others. 
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The duties and responsibilities of SPCC's Contracting 
Department are multi-faceted and critical to the effectiveness 
of the Supply Operations Group and the Weapons Systems Sup- 
port Group which make up the heart of SPCC's management mis- 
Sion. The success of SPCC's mission depends on its ability 
to provide material to meet its customers demands, which of 
course, can only be accomplished through the efficient utili- 
Merron Of its purchasing arm, its organization-~industry 
interface. To be a responsible element in the total SPCC 
mission, the Contracting Department must set realistic objec- 
tives in the same manner as that accomplished by industrial 
and private purchasing concerns. As Lee and Dobler note in 
Epe@metasing and Materials Management, the basic objectives of 
purchasing should be to: 


1. Support Company (organizational) + operations with 
an uninterructed flow of materials and services 


2. Buy competitively (where feasible) and wisely 
3. Develop reliable é@.ternate sources of supply 
4. Develop good, continuing vendor relationships 


5. Achieve maximum integration with other depart- 
ments of the firm (organization) 


6. Train and develop highly competent personnel who 
are motivated to maxe the firm (organization) as 
well as their department, succeed. 


7. Develop policies and procedures which permit 
accomplishment of the preceding objectives at the 
lowest reasonable operating cost (cost to the 
Government). [Ref. 8] 


Saul parentheses in Steps 1-7 of this list are provided 
by the thesis author. 
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As we shall see, where feasible, these objectives impact 
Meavily on the well being and efficient operation of the 
department, but the ability to realistically meet these objec- 
tives in the face of an ever changing environment filled with 
converging and conflicting demands, duties and responsibilities, 
1s often suspect. Nevertheless, the Contracting Department's 
responsibilities are clearly set and well recognized. We will 
now see how the department has been organized in its efforts 


jmemmeet its mission. 


D. CONTRACTING DEPARTMENT ORGANIZATION 
A knowledge of the functional element's responsibilities 
brings with it a need for a clear recognition of the operating 
tasks associated with each responsibility. Propex organi- 
zational structure achieves this purpose. "Three priacipal 
factors largely determine the level of perfcrmance attained 
by a group of people: (1) capabilities of the personnel, 
(2) motivation of the personnel, and (3) the organizational 
structure within which the personnel function,” [{Ref. 9]. 
Functionalization evolved from the results of studies 
conducted by Frederick Taylor, relating to specialization of 
the workforce. The basic concept provides that when similar 
activities are grouped together, maximum efficiency is obtained 
in the quest to reach overall organizational objectives. As 
Gan be seen from Exhibit (A), the old Contracting Division 
Organizational Chart (corresponding to the organizational 


structure being phased out in late 1982, the time period in 
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which thesis research was conducted), the organizational 
structure then in existence, failed to take advantage of 
efficiencies obtained through greater functionalization. For 
example, Buying Branch Number 1 performed such diversified 
tasks as purchasing ordnance as contrasted to electrical 
equipment, and HME&O material as opposed to purchasing for 
FMS. Increasing the scope of activities necessary to be 
monitored and controlled, especially by a limited management 
staff significantly broadens the scope of each managers job, 
which may or may not place the job above the manager's realiza- 
ble ability. The organization was then, creating for itself 
a Situation wherein downstream administrative management 
problems could be treced back to a lack of pre-award manage- 
ment attention. This problem was fostered not through a lack 
of desire or ability on the part of the responsible manager, 
but by a sheer inability to cope based on scope and diversity. 
Functionalization, of course, is not an end in itself. When 
an organization is too functionalized it runs into the prob- 
lem of losing sight of overall objectives because extreme 
narrowness of focus tends to take the place of the realization 
of what "we are really here for". Notwithstanding its dis- 
advantages, the need for some level of increased functionali- 
zation is readily apparent. 

SPCC, like virtually all governmental agencies, cannot 
afford the supervisory costs associated with employing a large 
number of subordinate managers, under the branch manager, 


responsible for supervising a relatively small number of 
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personnel. This would be an optimum situation wherein the 
activities of branch personnel could be carefully monitored 
and controlled, and since the levels of manacement in the 
Contracting Department would not be tco deep, communications 
would not be sacrificed. Unfortunately, absent this scenario, 
the Contracting Department is forced to place: the supervision 
of many employees in the hands of a very few managers. A 
manager in this situation tends to focus on ¢ broader range of 
activities and becomes more of a generalist. Being a gener- 
peemse, 1m and of itself, is not all bad, but put into the 
framework of a diverse organizational structure we can see 

the beginnings of an inbred organizational inefficiency. This 
stems from a structural need that requires operating personnel 
to be capable of making a broader range of decisions because 
less direct and detailed supervision and control is available 
to them. Experience has shown that although a number of 
individual workers have the ability and lesiire to make relevant 
decisions, the greater whole does not and the organization 
suffers because of it. 

The ideal, lacking (or at least conceptually so) prior to 
the end of 1982, was the desirability of grouping assigned 
operating tasks in a manner that facilitates managerial con- 
trol. As Peter Drucker noted, "To improve organization 
structure...will therefore always improve performance," [Ref. 
10]. Exhibit (A-1) shows the new Contracting Department 
Beedmezatvem at SPCC put into effect early in fiscal year 15983. 


It can clearly be seen that the new organizational structure 
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1s much more highly functionalized than the old. The new 
Perveture wore clearly specifies authority and responsibility 
fOr Gach Operating activity. For instance, under the old 
structure, code 371 (buying branch number 1), was responsible 
HOT: 

A) purchasing material for stock 

B) immediate issue FMS spot buys 

C) FMS special program requirements 


D) for processing CASREP requisitions and ensuring the 
materials delivery 


E) for performing expediting functions 
The new "division", code 021, the Hull Mechanical and Electri- 
Peeconteracting Division, quite simply, "Contracts for all 
Hull, Mechanical and Electrical Material Supplies, services 
and associated requirements in support of the Hull, Mechani- 
Cal and Electrical Support Department, code 50, of the Weapons 
Support Group, code 05." Gone is the diversification of tasks 
and responsibilities, including expediting and CASREP ccn- 
tracting. Duties, tasks and responsibilities now have a 
common thread, are more uniform and lend themselves to im- 
proved efficiencies by consolidating into more specialized 
working groups that can more easily be dealt with by the 
generalist manager. 

The Contracting Department, under the new organizational 
scheme, divides rather easily into five general classifica- 
tions common to most buying activities: 

A) Administrative 


B) Buying 
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Ge Expediting 

By 6 6Sipeeital Starr work 

E) Clerical 
Even more specialized tasks, as will be seen, are derived from 
each of the major classifications and provide for a high degree 
of specialization allowing for even greater flexibility in ex- 
panding the workforce to meet operational needs. 

The responsibilities of the Contracting Department, code 

O02, were detailed in Section B, above. The major buying 
divisions established to help meet these responsibilities are 
divided into four separate functional groups. These divisions, 
along with their designated buying functions, have other re- 
lated duties which include: 

A) acquisition planning and review 

B) emergency expediting for critical items 

C) cost and price analysis 

D) negotiations 

E) determinations of reasonableness and responsibility 

F) contractor assistance 

G) market analysis 

The various branches associated with each major division 

have the same basic duties as shown above, tailored to their 
ee oenemranec tom. Exhibits (C-F) illustrate the structure 
and divisional breakdown of the major buying divisions. It 
should be noted that the Special Contracts Division, code 024, 


while having the same basic functions as the other buying 
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Srvilsioms, BS unique in that it swpperts more of a diversity 
Smeaccounts, for example: 

A) support of operating needs of tenant activities 

B) CASREP/high priority ICP purchases 

C) FMS requirements 

D) yrepairables under SPCC cognizance 

The Contract Ménagement Division, discussed in detail in 

Section D, below, can be considered as both a buying and an 
administrative element that supports the major buying divi- 
Sions. Primary clerical responsibility falls under the cogni- 


zance of the Contract Services division, code 026, shown in 


Exhibit F. This division is responsible for: 
fee 6COntLrOl, filing, drafting, typing, assembly and 
distribution of purchase documents" [Ref. 12] 
B) file maintenance and bidder information 
C) ainternai auditing and data reporting 


Finally, the Contracting Department Staff, code O2Al, 1s com- 
posed of senior management personnel including the Chief of 
the Contracting Office, a Navy Captain, legal counsel, a 
Defense Contract Audit Agency (DCAA) representative, a clerical 
staff and other special staff personnel. Basic functions of 
the department staff, are to: 

A) direct the purchasing function 

B) maintain functional liaison with other commands 

C) interpret and promulgate policy and procedure 

D) act as the SPCC contract review board 


E) perform other important managerial duties relevant 
to exercising major contracting authority. 
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Preovaded with an illustration of the Contracting Depart- 
ment, its responsibilities and organization, focus will now 
be directed to a smaller segment of the operating organization, 
the Contract Management Division, to begin to more closely 
focus on the immediate operaticns and involvements that are 
most closely associated with problems of management this 


mhesis seeks to address. 


E. THE CONTRACT MANAGEMENT DIVISION 

The organizational breakdown of the Contract Management 
Meeetston is shown in Exhibit G. The division, code 025, per- 
forms selected contract administration functions, primarily 
on "fast pay" type orders and acts as the principle contracting 


@epecer (PCO) monitor for all "C" type contracts and BOA 


orders. The division is responsible for: 
A) analyzing and monitoring contractor performance 
B) expediting and administering selected high priority 
requirements 


C) conducting DAR sanctioned administrative actions such 


as: 

1) claims 

2) settlements 

3) terminations 

4) modifications 

Perna bizing Unpriced.orders 

6) performing the full range of administrative 
functions deemed necessary following contract 
award 
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The division is headed by a Navy Lieutenant Commander with 
principal assistance and guidance of a functional nature being 
provided by an experienced assistant branch head and four 
Beanch supervasors. The divisional structure is broken down 
into four functional branches generally headed by a GS-1l 
Supervisor. 

The Ammunition and Other Special Programs Branch, is 
responsible for contract administration on all ammunition 
contracts. (It should be remembered that SPCC has central 
management responsibility for conventional ammunition.) 
Further, the branch has contract administration and monitoring 
responsibility for special program contracts such as Poseidcn, 
United Kingdom Programs, etc. The branch, in late 1982, had 
ten people assigned to it (not including clerical or the 
Supervisor), with three vacant positions. In 1982 there wexe 
greater than 1600 ammunition acquisition actions. 

Two of the four contract management branches are responsi- 
meemror regional administration of SPCC contracts. The 
Eastern United States branch covers contracts being performed 
in the East, while the Western United States branch works with 
DCAS regions in the West. Combined, these branches employ 27 
workers with two vacancies (as of late 1982). Basic duties 
include: 

A) exercising the full gamut of authorized administrative 
processes including preparation and execution of 
unilateral and bilateral modifications 


B) conducting production drawing approval administration 
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C) reviewing and monitoring contractor performance 
D) problem solving and vendor relations 


E) terminations, claims settlements and progress 
payments 


F) tooling records maintenance 

Finally, the External Acquisitions/Contract Expedite 
Pieenen 1S primarily responsible for monitoring contractor 
performance on high interest contracts and for expediting and 
performing follow-up actions to ensure timely deliveries of 
material. This branch monitors contract delivery delay notices 
received from DCAS and prepares input to update SPCC's computer 
files. The branch also processes status/expedite requests on 
end use requirements, initiates appropriate actions to resolve 
delinquencies using computer generated data and processes 
status requests from stock points, along with other essential 
duties. The branch has 15 employees. 

In rough outline, then, the Contract Management Division 
Peemaeministrative cognizance over all SPCC generated con- 
tracts, delivery orders and BOA's including point of contact 
responsibility for administration of DCAS assigned contracts 
and first line responsibility for "fast pay" spot buys. No 
contract administration is performed in or by the major buying 
divisions. It may be considered that each of SPCC's nearly 
100,000 contract actions (including MOD's over and under $10K), 
processed in FY81 found its way into the files of the Contract 
Management Division. Some required action, some did not. On 


top of this total should be included prior years contracts 
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met yet completed, that require some form of administration. 
More precisely, all contracts awarded by SPCC, which require 
seme form of administrative action, will go to the Contract 

Management Division. 

To round out our exploration of the management environment 
in which the procurement of stock and in-use items exists, we 
must examine the workload faced by the personnel of the Con- 
tract Management Division to provide an initial perspective 
on the uniqueness or singularity of this particular procurement 


aemena . 


Pee WORKLOAD CHARACTERISTICS 

Experience has shown that roughly half of all award actions 
completed in a given year, will require some form of adminis- 
trative action. This has held true at SPCC where its Con- 
tract Management Division faced over 50,000 administrative 
actions of one form or another in FY1981, which saw total 
contract actions in excess of 100,000. Also to be included 
are the over 45,090 "fast pay" purchase order spot buy actions 
performed, which are the sole responsibility of the Contract 
Management Division. This roughly equates to between 175-200 
active, open cases on each administrator's desk per month (the 
degree of difficulty of each action would have a profound 
effect on the substance of that figure). Contrast this toa 
comparable (both in size and function) organization in the 
industrial sector facing one third the volume with an equal 


number of employees who perform both buying and all administration. 
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This group faces a monthly, open caseload of perhaps 40-60 
actions. Whereas the industrial agents may deal with 4000- 
2000 contractors each year depending on the size of their 
Supplier base, SPCC's agents face upwards of 7,000 each year, 
some with as many as 20 active contracts apiece. 

The work is performed by a staff consisting mainly of GS-5 
through GS-9 with the lower grades acting as expediters and 
dealing with initial delinquencies and the nigher grades 
handling the tougher assignments. Education has traditionally 
been on-the-job with the few DOD or Navy sponsored training 
courses being utilized as permitted by schedules and funding. 
The absence of a variety of higher grade assignments leads to 
a high rate of attrition in the workforce especially following 
promotion to a grade above GS-9 where no gratify:.ng work, save 
the few supervisor slots, is available to be occupied and the 
individual is faced with seeking other opportunities. The 
buying divisions have traditionally had higher grade assign- 
ments than the Management Division. In the industrial sector, 
in-house training and cooperative ventures with local univer- 
Sities along with broad on-the-job taining allows them to 
realize a more highly educated workforce comprised of approxi- 
mately 70% BA/BS degree recipients. SPCC's Contract Management 
staff is well below this figure. 

The diversity and scope of the workload is enormous. The 
Contract Management staff must deal with upwards of 100,000 


actions that may have been for stock, may have been for one 
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time use or for ammunition; the actions may have resulted 
from an advertised vehicle or they may have been negotiated, 
possibly (probably) even sole-source. They could be in the 
form of a purchase order, BOA, delivery order, modification, 
BPA call, negotiated agreement or be a formally advertised 
award. They may be valued at anywhere from $l to over $l 
million and may represent something as simple as a latch for 
a watertight door to a circuit board for a Poseidon submarine, 
the absence of which may force the sub to not meet its criti- 
cal commitments. The customers may range from a tugboat to a 
Nimitz Class aircraft carrier, with parts status being re- 
quested by anyone from a storekeeper to an admiral. All of 
this must be accomplished in the face of a lack of adequate 
staffing for the volume of work faced, constricted response 
times (to preclude loss of government rights), low grade 
levels, high individual workloads and constant turnover. The 
face of the procurement environment being developed is one of 
intense pressure created by the need to support a high level 
of demand with few available resources. Management by excep- 
tion becomes the rule because sheer volume precludes the use 
of more ordered techniques to ensure one's mission responsi- 
bilities are met. Where delinquencies are concerned, the above 
described environment has engendered a management response 


that is virtually 100% reactionary. 
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Iil. THE PROBLEM 


mae LN GENERAL 

No one would argue the fact that today's Navy is a highly 
complex, highly automated crganization tnat has, to a great 
degree, supplanted the need for large numbers of shipboard 
personnel by substituting machines to do the work that man 
once performed. From simple housekeeping tasks to early 
warning and command and control, the Navy has dramatically 
increased the technical complexity of its warships. Likewise 
the Navy has also increased the level of technical dependency 
that it must subject itself to if it is going to have the 
luxury of utilizing the vast resources these systems offer. 
A single surface to air defense system contains nearly a 
Quarter of a million feet of wire, cver 10,000 resistors plus 
thousands of capacitors, relays and other electronic devices 
plus a myriad of other interworking functional components. 
Consider the many different classes of ships in the Navy, the 
variety of weapons suites, the different power plants, mixtures 
of navigation systems, ordnance, auxiliary systems, and communi- 
cations units, down to the very gailey equipment used to feed 
the crews. All these, and more, are essential to the opera- 
tional integrity of the vessels they support. They are also, 
because of their complexity and heavy reliance on an enormous 
number of integrated parts (notwithstanding their high, pub- 


lished, mean time between failures), subject to varyinc periods 
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of downtime because of system inoperability. Without the 
necessary repair part support, the crew is unable to repair 
the system in place, and the ship's overall readiness and 
mission capability may be severely jeopardized as a result. 
On a large scale, problems of this sort could prove devastating. 
In fact, many ships do suffer substantial capability 
degradation because of parts non-availability. There are many 
reasons why these ships cannot obtain needed parts, and it 
would be misleading to place the entire blame on the shoulders 
of industry. Evidence is abundant, however, supporting the 
claim that delinquency, on the part of Navy contractors, plays 
a key role, in exacerbating the shortage of repair parts 
needed to support the fleet. The Navy, in fact, 1s experiencing 
a serious problem arising out of late deliveries of materia... 
ordered to replenish inventories of repair parts and consuma- 
ble items. Navy wide, it has been estimated that 25% [Ref. 13] 
of all hardware contracts experience some delay in their re- 
Guired deliveries. At first glance this figure appears sone- 
what high, as related to stock and in-use item procurement. 
This is most likely due to the inclusion of production ccn- 
meaets, in general, which may or may not be related to stock 
items. A more reasonable percentage figure, derived from 
statistical sampling, records review and personal interview, 
fluctuates between 17%3-19%. This figure does not include late 
delivery data for spot buys of in-use items. Since the volume 
of spot buys is nearly equal to the volume of stock acquisition 


actions in a given year, and because spot buys are very low 


volume (usually one each), "one shot" events, to contractors 
who are, likely as not, non-defense oriented, it is reasonable 
tO asSume that late deliveries in this category approach or 
equal the percentage rate for stock buys. In sum, allowing 
for some error, the overall rate of late deliveries of stock 
and in-use items, must equal or slightly ileal ieee apparently 
“somewhat high" figure of 25% noted above. 

In Chapter I, it was established that not all late deliveries 
are contractor caused. An adjustment in the overall percentage 
figure is needed then, to establish that portion of late de- 
liveries that is considered to be the sole fault of the con- 
tractor, or delinguent. As shown in Chapter I, Section C, 
over 80% (actually, as sampled, the figure is closer to 853%) 
of all late deliveries are, according to the terms described 
earlier, delinguent. This means that roughly 20% of all stock 
and in-use contracts can be classified as delinquent. 

SPCC, aS a weapons system life cycle manager, has, in effect, 
cradle to grave responsibility for the repair parts support 
of the Navy's expanding fleet. According to DOD, a key element 
imethe readiness capability of this fleet, is the assurance 
that SPCC can satisfy 85% of all requests for stock items 
immediately from on-hand resources. Add to this SPCC's 
responsibility to respond to immediate need (NSI) requests 
from the fleet and it can clearly be seen that the "responsive 
BED ly Support to the fleet” credo is severely tasked. This 


difficult mission is complicated when 20% of the contracts, 
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needed to fill on-hand resources or provide for immediate 
fieet support, fall delinquent. 

The problem of delinquency is not unique to the Navy, nor 
1s it limited to tne procurement of stock and in-use items. 
What iS unique, however, is the preponderance of contractor 
fault as contrasted to government fault in this particular 
"house" of procurement. In systems and commodity procurement, 
the ratio of contractor to government fault, when assessing 
responsibility for late deliveries, is closer to 50/50. More 
mmportant, the impact of delinquency in stock and in-use item 
procurement hits much closer to home because real-time opera- 
tional effectiveness is directly impaired by parts non- 
availability. Delinquency in systems and commodity procurement 
is also sorely felt, but in neither case is actual fleet capa- 
bility jeopardized to the extent that a warship would be con- 
sidered incapacitated because of it. 

The delincuency problem, as peculiar to SPCC, is the sub- 
Fect of this chapter. Features of the existing procurement 
environment, will be analyzed in an effort to provide insight 
as to why at least a portion of the delinquency problem may 
be considered a function of this somewhat unique environment. 
Following this, the chapter will move to a detailed review of 
just what shape the problem takes; its magnitude, relationships, 
Gharacteristics and so on. In addition, some very basic 
mangement considerations will be discussed, to include, how 


management perceives the problem and responds to it, and the 
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mma tatrons 2t faces in doing so. Findliy, the chapter con- 
cludes with a synthesis of the many ideas and considerations 
presented thus far, providing a perspective on the inseparable 


relationship of problem to environment. 


B. AS A FUNCTION OF A UNIQUE ENVIRONMENT 

The problem of delinquency may be tinked to two character- 
istics which provide the element of uniqueness to this particu- 
lar procurement environment. The two characteristics are: 

A) the dynamism of the process 
B) the management of the process by a public entity. 

First, consider the dynamism of the process. Dynamism is a 
term that refers to an explanation of a given environment in 
terms of forces and their interplay. It is proposed here, 
that these forces are characterized by factors which are, to 
a large extent, unigue to this procurement environment. Their 
interplay creates, between the customer (SPCC) and its Suppliers, 
a dichotomy of often conflicting gcals, objectives, needs and 
desires. This dichotomy manifests itself in many system ail- 
ments, not the least of which is delinquency on the part of 
Navy parts suppliers. An iilustration and discussion of some 
of the more salient factors associatea with this environment 
should give credence to this hypothesis. 

The SPCC supplier base for stock and in-use items is in 
excess of 7,000 indivudal sources. Some are large firms that 
are vertically integrated and supply their own parts and sub- 


assemblies. The bulk, however, are small firms that may 
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Eem@eonably be characterized as “parts suppliers", dealing pri- 
marily in tubes, gauges, valves, instruments and soc forth, 
hOr subsystems. These parts are, for the most part, used in 
both weapons and commercial products. While some of these 
firms are completely dedicated to defense business, the majority 
Of them are heavily involved in commercial practice and respond 
to military requirements in many cases, only as an alternative 
to ensure they utilize existing capacity, keep their workforce 
actively engaged and assure themselves of some measure of 
future cash flow. Few would argue that the expected rate of 
return on a commercial venture (other factors considered), 
provides much more incentive to the contractor to take his 
business there than settle for less return on his effort in 
the defense sector. Likewise, the prospect of volume stanliity 
and the knowledge that good performance (over other factors 
stressed by DOD) will assure continuing business relationships, 
draws the contractor further away from reliance on defense 
contracts. These factors are representative of just a few of 
the forces behind the lack of contractor commitment to Navy 
Wemk. This lack of commitment is one of the root causes of 
the delinguency problem. Other equally important factors that 
provide for a dichotomy of perspective and lead to contractor 
intransigence are: 

meerlecet Weage data is often erratic and inaccurate. If 
PePactivewlar part is not in stock, when requested, the customer 


Will often obtain the item in a manner that circumvents the 
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"system" creating a lack of usage/demand data needed for re- 
quirements determination. This action degrades inventory 
(stock) control efficiency, and causes replenishment to occur 
(for a variety of items) at erratic intervals. This means 
SPCC must pass the volume inefficiencies down to the parts 
Suppliers. If the suppliers choose to de-emphasize these 
commitments because of their random nature and delivery is 
late, the material may have to be reconsigned (material 
originally procured for stock must be passed directly to the 
end-user) and thus never enter the stock system. The cycle 
then repeats itself, eroding otherwise healthy relationships. 
2) Many material items require special consideration. 
Take, for instance, the battleship New Jersey reactivation 
project. This is a warship of World War II vintage that up 
until just over a year ago had been inactive since Vietnam. 
Gauges, valves, piping, tubing, and the lot had to be replaced 
or at least duplicated to provide spares. This monumental 
task had to be faced by the parts suppliers and the SPCC 
procurement managers. Were the original Suppliers out of 
business? If so, do the replacement parts need to be redesigned 
and refabricated? Who will do the job? At what cost? How 
long will it take? Are parts suppliers willing to retool for 
what benefits there are to be gained? Will those that are 
willing, be motivated to deliver the items on time? This is 
an extremely difficult aspect of the parts procurement environ- 


ment. Because of the advent of new programs such as the 








battleship reactivation, the procurement manager must, in many 
cases, put aside good business judgment and make award to the 
Supplier who will meet this peculiar requirement. The procure- 
ment manager must then rely, often to his detriment, on the 
Meoad graces of the supplier to meet all contractual obligations, 
including dcelivery. Need has superceded management flexibility 
in this case. 

3) A corollary to the above would be the processing of spot 
buys. These represent 50% of all work performed by the Con- 
tract Management Division. Spot buys are processed by SPCC 
tO fill NSI requests from the fleet. Virtually all spot buys 
are for @ guantity cf one each. If the item 1s noncommercial 
and not stockead it must be fabricated. What factors would 
motivate the surcplier to eagerly pursue such a contract? 

Again, to fulfill the need, the manager must contract with 
whoever 1S willing to perform on such a low level task. In 
such cases, and like #2 above, getting the job done takes 
higher priority over who does it and the manager, by default, 
sets himself up for a downstream administrative ordeal, usually 
centering around delinquency. 

4) The non-integrated, smaller parts suppliers have tra- 
ditionally been noted for poor production, planning and control. 
This is one of the prime sources of the delinquency problem, 
ranking higher than any other factor save the supplier's ina- 
Peeiity to control his own sources of supply. Regardless, it 
may reasonably be argued that the two characteristics, together, 


contribute the most toward promoting delinquency in stock and 
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in-use item procurement. The Navy recquires its contractors 
"to translate the terms and requirements of their contracts 
into orderly steps such as: purchase of materials, fabrica- 
tion of components, manufacture and assembly of end items and 
packaging and shipment" [{Ref. 14]. Relative to vendor control, 
the supplier's purchasing system should Fe designed to support 
the internal production process by solidifying requirements 
and placing contracts with reliable and capable subcontractors 
and vendors. Why reality does not meet the expectations of 
the Navy, may be answered in a number of ways. First, for 
many of these firms, long range scheduling and control take a 
back seat to increased cash flow (what there 1s of it) and 
100% capacity utilization. Second, manv paris suppliers simply 
S@emnot know what their capacity is, or 1% they do, they opti- 
mistically overestimate it (or their capability to perform 
within it). Third, many (most) of these concerns do not have 
what can be considered to be a professional management staff 
(even the huge, vertically integrated, major defense firms 
allow parts production, planning and control to take a back 
seat to most other commitments). Planning and control is 
accomplished through the experience of a foreman or a super- 
visor that "knows the people and the plant." Rarely does a 
fermal system Of Control such as Line of Balance exist in 
these firms. Even more simplistic phase planning or milestone 
variance charts are seldom considered. Similarly, the absence 


of vendor control is widespread. The majority of these firms 
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simply co not provide the volume of business necessary to 
exercise leverage over their material suppliers, who are in 
many cases larger than the parts suppliers themselves. 

5) Finally, the frequent use of negotiation on a sole-source 
basis for the procurement of stock and in-use items must be 
considered a major feature of this procurement environment 
and a substantial contributor to the delinquency problem. [In 
the over ten thousand dollar range, sole-source negotiation 
was used in over nine thousand actions which equated to 74% 
of the total. There are five basic situations wherein nego- 
tiation on a sole-source basis iS acceptable, but what it 
really boils down to is the fact that no other known source 
has the capability of meeting the requirement. If this is so, 
and it appears to be so in nearly 75% of the cases, the pro- 
curement manager is effectively divested of whatever leverage 
he might normally have, to secure contractor performance. 
Since the sole-source supplier is needed to fulfill the require- 
ment, it is in the enviable position of being able to dictate 
terms (and price). Complacency takes the place of achieve- 
ment because there is no competition, work 1S guaranteed and 
any remedies the Navy might seek to apply against the contrac- 
tor are mitigated by the overriding need to obtain the end 
result. All five variables are impacted in this type of 


environment, especially the fifth. 
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The second element which gives rise to the uniqueness of 
this environment is the fact that the procurement process is 


t bExwalinebe ssHhownethat this char- 


Managed by a public entity. 
acteristic not only provides a vehicle for the formulation and 
growth of the delinquency problem but actually serves to 
impede the problem-solving process. | 

Both public and private sector management environments 
are a composite of existing strata (rules, regulations, proce- 
dures and traditional relationships), and dynamic forces that 
constantly seek to alter the environment's complexion. The 
existing strata initially dictates the boundaries and estab- 
lishes the framework within which the procurement process is 
performed. Over time, dynamic forces of interaction (Such as 
those discussed above), enter into the formula seeking to rede- 
fine the manner of performance. The process, as changed by 
the dynamism of interacting forces, becomes increasingly 
inefficient because of the static nature of the existing strata. 
The basic difference between public and private sector res- 
ponse to such change is as follows: 

A) In the private sector, the overall objective is to maxi- 
mize return on a given investment, and among others, enhance 
the firm's competitive posture in its particular market. This 
being so, management is free, within a responsive management 
environment, to exercise a great deal of flexibility to caevelop, 
implement and use a wide range of tools and techniques best 


Suited to enable the firm to meet its overall objectives. 


ue 
Public (federal), as differentiated from private sector 


Managenene. 
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mine sey temm te remember as flexibility. When the dynamism 

of the environment demands change in the existing strata to 
mmeclude inefficiency and problem formulation (not to say that 
tiene ane no problems im the private sector), the private sec- 
tor manager has the ab»lity to exercise a great deal of flexi- 
bility in changing the existing strata to meet the new demands 
placed upon it. Therexiore, as discussed in Chapter I, the 
private sector has the capability of exercising a great deal 
of control over the degree to which any one otf the five varia- 
bles might change during the course of a procurement cycle. 

B) There are over 8)0 separate procurement entities in the 
public sectcr. As a result, there is a multiplicity of end 
objectives some of which are unclear, subjective and not at 
all susceptible to the same amount of quantifiability as in 
the private sector. The management environment begins, not 
with the entity actually, physically performing the process, 
but with the public at large whose will presents itself in 
Congress. Rather than operate with the degree of autonomy 
and flexibility necessary to efficiently meet all end objec- 
tives, the procurement manager of a public entity must first 
assess his accountability to the public, Congress, GAO, various 
Offices of Inspectors General and the press. Then, he must 
proceed through the manifestation of this "will" which is 
embodied in statute, executive order, agency regulation and 
standard operating procedures, before employing what tools 


are left, to resolve the strata/dynamism conflict. 
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Thus, the essential difference between the public and 
private sector procurement managers, is the ability to respond 
ween flexibility to changing conditions. Inflexibility pro- 
vides a source of origin and growth of the delinquency problem. 
The public sector manager is every bit as competent as his 
private sector counterpart and each has the expertise to 
distinguish early warning signs of problem formulation. What 
they do not share is an ability to change their existing strata 
to meet new demands and thus prevent many prob:.ems before they 
have the time to grow. There are other aspects of the distinc- 
tion between public and private sector procurement management 
that deserve mention here because they too have an impact on 
delinquency problem management. 

As noted in Chapter II, the first organizational objective 
of procurement 1s to support the organization's operations 
Poeeiean Uninterrupted flow of materials and services. Whereas 
the operations of a private entity are generally production 
Support, the public's (SPCC) is largely consumption by a third 
party. In the private sector, most firms have a buyer control 
MeamParticular procurement(s) from birth to death. The most 
merical factor for him, at the outset, is "schedule." The 
buyer is inured with a commitment to respond to "when needed" 
first and then cost and other factors second. As a result, a 
great deal of management attention is applied to the procurement, 
on the front end, to ensure clear sailing (with regard to timely 
delivery) downstream. In the public sector and at SPCC, the 


Situation is somewhat different. Oversight of the expenditure 
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of public funds is intensive. Because of this, one of the 
primary (measurable) objectives of the public sector is economic 
efficiency. In the non-major system procurement environment, 
cost or price becomes the primary mover. Unlike the private 
sector, public sector concerns separate the buying and adminis- 
tering functions (usually because of the enormous workloads... 
see Chapter II, Section F). The result of this is to take 

from the buyer a sense of dedication and commitment to ensure 
the success of his particular action and replace it with a near 
term desire to meet the five variables of the procurement equa- 
tion as best he can and then pass the responsibility to someone 
else. Success is measured in awards made and dollars saved 
rather than an accountable analysis of how well ail five varia- 
bles have been met and managed. This shifting of responsibility 
and accountability from a buyer to an administrator creates 4 
management gap that allows for the growth of many problems, 
including delinquency. 

Related to the above, is industry's practice of nurturing 
traditional business relationships. The buyer not only con- 
trols the procurement from start to finish, he also tends to 
consistently deal with the same sources of supply. As shown 
above, an administrator in the public sector is usually not 
involved in the buying end of a procurement. Absent the power 
to award contracts, the administrator is frequently given 
pecona billing by suppliers. The private sector buyer, on 


the other hand, exercises a great deal of control over suppliers 
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veammercs he “holds other centracts and orders of interest to him. 
Mnale the buyer is following up on a previous action, he has 
eae vwasabilaty of other actdons waiting to be processed. 
moimoeprovyvides leverage for the»buyer and ensures he'll be 
listened to. Buyer/supplier rapport is a key element 

in the problem-solving, problem-avoidance area. 

PM@ippliers are especially semsitive to not jeopardize their 
relationships with key clients and therefore will go out of 
their way to work with the buyer to solve any outstanding 
problems. Statutory and regulation considerations and the 
buyer/fadministrator split, paint a different picture for the 
public sector. Political, social and economic considerations 
embodied in statute, regulation and policy requires the pub- 
lic entity procurement manager to, in many cases, make award 
cn other than purely business considerations. The ability to 
choose the "best" supplier in every procurement and foster 
relationships only with those serving the best interests of 
the entity, is absent. Suppliers (with the exception of 

some sole-source firms), for the same reasons, cannot count 

on establishing fruitful, long-term relationships with the 
public source. This reduces the dependency of the supplier 

on the customer, leaving the customer little business leverage. 
The buyer'administrator split further exacerbates the situation 
because neither has the long-term ability to effectively deal 


with the supplier. Each is part of the process at separate 
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points. The buyer has little true? control over who receives 
the award, and once awarcled has nothing more to do with the 
action. The administrator has no power of the purse (regard- 
ing awards) and no say in the mechanics of the initial award. 
The supplier, recognizing such, has far more latitude to 
deviate from contractual provisions, with success, than he 
would when dealing with a private sector firm. This is not 
to say that suppliers jump at each opportunity to be intransi- 
gent. Rather, the opportunity to do so is far more available 
in the public sector than in the private. Public sector 
Management is, thus, greatly impeded in the problem-solving, 
probiem-avoidance process by criteria deeply implanted within 
the system. 

Another segment of tnis distinction relates to the status 
of the parties involved in the process. In the private sector, 
size and financial strength largely differentiate between the 
status of parties and their role in business relationships. 
Nevertheless, eacn 1s equal in the law. In the public sector, 
the sovereignty of the buyer directly affects the buyer/supplier 
relationship. Lasting relationships evolve, in the private 


sector, from mutually beneficial long-term commitments. 


talthough a determination of non-responsibility may be 
filed to shift award to other than a low bidder, the determina- 
tion may be contested and overturned, especially by a small 
business. Negotiated awards in stock and in-use item procure- 
ment are made primarily on the basis of cost/price with the 
low offeror usually being successful. The buyer has little 
or no latitude in the award of sole-source requirements. 
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Because of the equality in law relationship of private sector 
firms, long-term commitments and continuity of requirements 

aes prevalent. in the public sector, the yprevailing party 

Can change its mind at any time before, during or after con- 
tract award. The perceptions and policies of the sovereign 
frequently change. These changes affect procurement proce- 
fees, Clauses, costs, volume, scope of programs, and virtually 
anything else under its preeminence. The results of these 
changes are often severe, always disruptive. As a consequence, 
commitment to the public sector is thin and long--term relation- 
ships few. 

In summary, this seqment has sought to portray delinquency 
as a function of a unique environment. The uniqueness of the 
environment revolved around the fact that a certain dynamism 
inherent in the process created an interaction of forces 
peculiar to stock and in-use item procurement. This provided 
for a dichotomy of goals, objectives, needs and desires be- 
tween the customer and the supplier. This dichotomy manifested 
meselt 1n a lack of commitment on the part of the supplier 
toward his Navy contracts. The lack of commitment was attri- 
butable to a number of factors which included: 

A) lack of expected profit or return 

B) changing requirements and volume variations 
C) peculiar requirements 

D) poor internal scheduling and control 


E) sole-source complacency 
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All of the above, it was proposed, led to supplier intransi- 
gence, lack of proper management control and therefore, 
delinquency. A second source of environmental uniqueness 
centered around the fact that the procurement process was 
managed by a public entity. As such, the management process 
was marred because of: 

my 6CUimntlexibility 

B) lack of accountability and commitment 

C) absence of relationships and managerial leverage 

D) changing requirements 
No doubt a more in-depth, comprehensive study would shed light 
on numerous additional characteristics of the stock and in-use 
procurement environment that contribute to the problem of 
delinquency, but it is hoped that the above gives some indica- 
tion of the depth of the problem. Solving the problem is 
not as simple as shifting a few resources or developing a new 
Management information system. The problem begins deep inside 
the core of the system. It is part of it and will likely 
alwyas be there. Nonetheless, such vehicles of delinquency as 
lack of supplier commitment may be attacked and mitigated by 
first recognizing the root causes of it and then applying 
aggressive management effort toward its resolution. Likewise, 
inflexibility and other public entity related ills may be 
overcome by a process of gradual system reform beginning in- 
house and moving outward toward regulatory and policy reform. 
these and other considerations will be more fully discussed in 


Chapters IV and V. 
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oe oCOrm AND CHARACTERISTICS 

Tewtuas point, Giscussion has centered on the "larger" 
aspect of the delinquency problem. From an overview of de- 
linguency in general to an analysis of environmental character- 
istics considered to be associated with the root causes of the 
problem, the reader has had an a acquire a basic 
framework of understanding. This section will further develop 
that understanding by providing a detailed review of the delin- 
quency problem as seen from the perspective of SPCC's Contract 
Management Division. The specifics of the problem, its scope 
and characteristics will be illustrated here. 

Much of the data discussed, especially concerning indi- 
vicual contractor delinquency, has been taken from SPCC's 
Semeractor Delinquency List (CDL). This list, discussed in 
depth in Section D of this chapter, is, briefly, a tool used 
Momieomitor the status of SPCC cognizant contracts which are 
currently delinquent. The remainder of the data has been 
obtained via interview, records review, correspondence review, 
samplinc and spot audit. The intent of the data presentation 
and analysis is to augment what has been learned about some 
of the more covert vehicles of problem formulation with an 
appreciation for the concrete overt facts confronting the 
procurement manager as he goes about the problem-solving 
process. 

To begin the analysis, it would be appropriate to examine 
what can be considered a classic example, from top to bottom, 


of the problem of delinquency facing SPCC. The example is 


De, 





taken from a summer assignment report prepared by LCDR D.J. 
Feltes, SC, USN, while assigned to the Defense Contract 
Administration Service Management Area (DCASMA), Chicago, 
Illinois. The purpose of the research effort was to deter- 
Mine the cause of the high rate of delivery delinquency 
experienced in completion of Navy contracts administered by 
DCASMA Chicago. 

Biemnerpert Neted that @9% of the 211 currently delinguent 
contracts at DCASMA Chicago, were under the cognizance of SPCC. 
@eeoreC’s 146 delinquent contracts, fully 43% or 63 contracts 
were in the hands of a single contractor, Target Corporation. 
Target Corporation is a small business. Its livelinood is 
centered around the fabrication of obsolete replacement or 
Short run replacement of current electronics equipment. As 
Meontachted in Section B (parts 2 and 3) of this chapter, many 
contractors obtain Navy contracts because the Navy has nowhere 
meme tO turn or the contractor fills a gap left by others not 
willing to take on the requirement. Target has mastered this 
technique. Its experience in repeated follow-on parts replace- 
ment for specific equipments and its large library of Navy 
drawings, specifications and test procedures has allowed 
Target Corporation to develop a Navy business niche that 
prospers despite its high delinquency rate. 

The driving force behind Target Corporation's high delin- 
quency rate is its poor production, scheduling and control 


and inadequate materials purchasing practices. This problem 
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mas dascussed in Section B of this chapter. Up to the end of 
hee, Target relied on manual control systems for production 
seheduling, materials ordering and for tracking and cost con- 
trol, despite shipping a weekly volume of finished goods valued 
at near $200,000. (To their credit, Target is in the process 
of installing automated control systems.) Nearly 703 of all 
Of Target's delinquent contracts were the result of poor pro- 
auction, scheduling and control. 

ma adedation to poor control, and as preposed in Section 
Pye lack of contracter commitment is also a major contributing 
factor to delinquency. As the Feltes report notes, Target 
Corporation is no exception. The report shows that Target 
consistently worded its requests for waiver or modification 
in such a way as to confuse the government to such an extent 
as to create a dilemma over who was actually responsible for 
performance delays. These results are often sumitted just 
prior to or after the performance date and prcvide relief for 
Btemcemeractor in being able to disguise delinquency altogether. 
Pempreposed in the report, the contractor gaans "...the ability 
to manage his backlog, to optimize cash flow and avoid costly 
overtime, facilities and personnel expansion, control systems 
improvement and short term borrowing" [Ref. 15]. When a con- 
tractor "games" the system in such a way as to provide for 
its own benefit, to the detriment of the other party, it 
shows a wholesale lack of commitment to fairly abide by all 
contractual requirements, and thereby provides the vehicle of 


delinquency. 
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The Target Corporation case is just one example of the 
problem faced by an organization whose supplier base exceeds 
7,000 individual sources. It is especially relevant, however, 
because it is a real world example of the effects of factors 
and considerations discussed earlier in this chapter and it 
gives a great deal of perspective to the remainder of the 
delinquent data to be presented here. 

A statistical sample of 200 of the 2000 contractors listed 
on the SPCC Contractor Delinquency List, dated Julian 82248, 
was conducted to ascertain, among other things, the total value 
of existing delinquent contracts and the overall delinquency 
rate.~ It should be noted that the sample was taken after a 
mimes Of COntracts found to be completed, but not reported as 
such and therefore not yet deleted from the listing (more will 
be said about the listing in the next section). A review of 
the delinguency list, conducted by the Contract Management 


Division yielded the following: 


Contracts listed as open with SPCC: 6971 
Contracts listed as delinquent before review: oe 
Contracts known to be delinquent after review: ll/7/1l 
Difference: (gS) 5 
Percent Delinquent as shown in report: 16.79% 
iL 


The delinquency list shows stock buys only. Spot buys are 
not recorded on the list. 


-the percentage rate as reported is questionable. The 
ratio used for computation was 1171/6971 = 16./9%. However, 
if 732 of 1903 contracts previously shown delinquent, were in 
fact completed, the total "open" contracts figure must be 
reduced accordingly. A more accurate assessment would be 
1171-732 or 6239. The delinquency rate would then be: 
1171/6239 = 18.76%. Of course, if some of the 732 were "open" 
but found to be not delinquent, the ratio would have to be 
adjusted accordingly. During interview, however, the purged 
contracts were said to be "completed." 
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Sources interviewed estimated the delinquency listing to be 
anywhere from 60-65% in error. It is noted, however, that 732 
of 1903 contracts listed as delinquent were in fact completed. 
Mars pOolnts to an error rate of closer to 38%. The size of 
Ee aanpliemtaken (10%), the mitagatang quality of averaging 
and the fact that the sample was taken after a review and 
purge, should provide some measure of accuracy to the data 
presented. The data was structured in the following format: 

ESCM 

TOTAL (OPEN) CONTRACTS 

TOTAL VALUE 

DELINQUENT CONTRACTS 

DELINQUENT VALUE 

% DELINQUENT 

MAX VALUE/DELINQUENT K 

MIN VALUE/DELINQUENT K 


Delinquency data thus obtained is as follows: 


A) Total number of open contracts sampled : 4,603 
Ee Total number of contractors involved : 200 
C) Total value of all open contracts sampled : $101,194,665 
D) Average value of open contracts sampled 7 wie, 985 
meee Total value of all delinquent contracts - § 29,204,196 
F) Total number of delinquent contracts : ly o49 
G) Average value of delinquent contracts : =e 17 780 


H) Overall delinquency rate : 3588 


‘A reduction of the overall (sampled) delinquency rate by 
the determined error of the listing (38%), shows an overall 
rate of 22.2% which is comparable to the figure proposed in 
Section A of this chapter. 





I) Individual Contractor average % delinquent : Sr 
J) Delinquent contract value as % of the total: 29% 
K) Average high value delinquent contract s Sige, 3 
L) Average low value delinquent contract S$ 3° 
M) Highest dollar value delinquent contract > clelas3 , 6 
N) Lowest dollar value delinquent contract > 
O) 68 Contractors were 100% delinquent 
equating to 34% cf the sample 
P) Delinquent contracts in (0) above were 
Valued at: $3,095,343 
It is easy to see, from the sample data, that the pro- 
curement managers task 1s anything but clear cut. While the 
average delinquent contract is valued at over $17,000, the 
range may vary from as low ag $5.00 to over $1,000,000! How 
does one approach 66% of the contractors that are from 1% to 
99% delinquent as oppcsed to those who are 100% in the red? 
The problem is real encugh, however. When nearly 30% of the 
value of all stock contracts are in a delinquent status, some- 
thing 1s amiss. How then, does management go about developing 


a strategy to deal with it? First, the manager needs to ac- 
quaint himself with some of the more overt characteristics 
mide wide provide him wich an idea of which avenue to choose 
to obtain the most cost-effective solution to the delinquency 
problem. 

A review and analysis of in-house Production Progress 
Reports, DD FORMS 1654, complemented by a screening of DCAS 


generated, delinquency related correspondence, and parallel 
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personnel interviews, yielded the following characteristics 
of the delinquency problem: 

- A sample of 200 DD FORMS 1654 was conducted to ascertain: 

Whether or not DCAS was consistently appraising the 
SPCC administrator of the problem early enough to 
allow for problem-avoidance actions to be initiated. 
Giiyesreasens for the delay. 

Results: 

1. In 90% of the cases, the DD FORMS 1654 were processed 
on the basis of actual delinquencies. In onlv 29 of 200 
Mettces, did DCAS give advance warning of anticipated delin- 
quency. In most cases, the first notice was received well 
meee the Contract had gone delinquent. It was found, per- 
haps because of a backlog of work, that the "anticipatory" 
notices were not acted upon once received. Im fact, most 
individuals interviewed were not aware of tne actual/antici- 
pated blocks on the form. Personnel supervisors appear to be 
unaware of what action is being taken on the received notices. 
Perhaps the reason for inaction rests with the recommendation 
for action advised by DCAS. Predominantly the recommendation 
is "leave delinquent." 


2. Reasons for delinquency, as shown on the DD FORMS 1654 


are: 
fume POOr production, planning and control ele 
B) Inadequate purchasing and vendor control: 44% 
C) In-house manufacturing problems : 7% 
Deeememaneaal mifficulties : 2% 
E) Government delay > 143% 





Ms noted in Section B of this chapter, the biggest contri- 
butors to the delinquency problem, 77% as shown above, are 
peem production, planning and control and poor vendor control. 
feeomple of DCAS input for SPCC's Contractor Experience List, 
seems to bear this out. Sixteen contractors were sampled, 
some with delinguency rates as high as 100%. Reasons for 


delinquency were: 


A) Lack of vendor control ; 30% 
B) Internal scheduling problems - 35% 
C) Accepting work above capacity, overloaded: 363 


Correspondence from DCAS pointed to another interesting charac- 
teristic of the delinquency problem that concerns the probiem- 
avoidance phase of contract formulation. According to DCAS, 
and this is a view shared by many individuals interviewed, 
SPCC does not conduct or request pre-award surveys with any 
regularity. In virtually every piece of correspondence gener- 
ated by DCAS, relating to a particular SPCC contractor, the 
topic of pre-award survey is discussed. It is the belief of 
DCAS that contracts are being awarded without the benefit of 
pre-award surveys and, in some cases, without so much as an 
inquiry as to the probability of satisfactory performance on 
the part of the prospective contractor. This should be of 
particular interest to the procurement manager because down 


stream problems are often the result of an inappropriate award 


taccepting work above capacity should be considered part 
ei poor seneduling and control. 
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Geelong into consideration the fact that, in some cases, award 
ms dukely «to»be madeweven in the face»of a negative responsi- 
bility determination simply because no one else exists to do 
Eme JOb). 

Finally, some geographical data may be of interest to the 
procurement manager, especially as it relates to focusing 
strategy development and the use of liquidated damages. It 
has been ascertained that five states: 

A) California 

B) New York 

C) Massachusetts 

D) New Jersey 

E) Pennsylvania 
account. for nearly 60% of the dollar value of all actions 
processed by SPCC. Four of these states represent 65% of 
all contractors listed on the Contractor Experience List. 
They are: 

ee California 

3B) New York 

C) Pennsylvania 

D) Massachusetts 
The reader should consider the effort made and results obtained 
by LCDR Feltes at DCASMA Chicago. Similar studies made at 
the various DCASMA's associated with the above states might 
yield similar beneficial results. It would also be advised 


that the procurement manager become familiar with the liquidated 
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damages provisions of the above states in the event the use 
Of such leverage, after a review of the next chapter or other 


related work, proves appropriate. 


D. MANAGEMENT CONSIDERATIONS: RECOGNITION AND RESPONSE 

Armed with at least a modest appreciation of the particu- 
lars that are related to the delinquency problem at SPCC, the 
next logical step would be to assess what is being done to 
correct it. It is evident from the statistics that there is 
a real and continuing problem. How then, does management 
Meeraise itself of the delinquency situation and what tools 
and techniques are used in the problem-solving process. 

There are two major information sources internally avail- 
able to the procurement managei;, that allow him to gather 
relevant delinguency data: 

mee ine Contractor Delinyuency Listing (CDL) 
B) The Contractor Experience List (CEL) 

The CDL is a computer genexated status list (see Exhibit 
H), provided to the Contract Management Division each month. 
The listing details: 

1. The contractor by FSCM, name and address 


meee columnar breakdown of all contractor/SPCC contracts 
Gumwently in a delangwene® status 


3. A summary total of all active contractor contracts 
vaeem SeGeG, along with their total dollar value 


4, A summary total of all currently delinquent contracts, 
along with their total dollar value 


Deon ractonr totalmpercemt delinquent. 


68 





The CDL is SPCC unique. It was developed by SPCC, for SPCC, 
and is not used at any other activity. Seventy-five percent 
of the listing's input comes from UICP, automatically gener- 
ated, small purchase award data. The remainder, including 

large contract award data and contract modification inxorma- 


tion, enters the system manually. The system utilizes Military 


Standard Contract Administration Procedures (MILSCAP) transac- 
tion data. The computer program used for the CDL, executes a 


number of logical transactions as it evaluates its data base 
to determine delinquency. The Contract Management Division, 
has established a 60 day delinquency "gate" for the program's 
use. This 60 day gate is added to each contract requii:ed 
delivery data (RDD) to allow for any slack in the reporting 
process. For example, a contract may be complete ‘1.e., goods 
are delivered) but because of paperwork lead time, clerical 
Seeers Of routing delays, the PK9 card used*for vayment *veri- 
fication input may not have been processed and therefore the 
contract may be listed as late. The 60 day gate is used as 

an aid to purify the list of these short duration administra- 
tive deficiencies. Unfortunately, because of this necessity, 
each contract that is actually delinquent, has been so for at 
least 60 days before it is entered on the list for the first 
time. MILSCAP PJJ cards are also used by the system to verify 
shipment. Comparison is made by the system, of the PJJ card 
quantity shown as shipped and the total contract quantity 
listed in its data base. Corrections (updates) are then auto- 


matically made to the CDL. The use of the word "Delinquency" 
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ieernec tatle, 15 @ misnomer, at least as it relates to the 
@ef£inition of delinquency proposed in Chapter I of this theSis. 
The delinquent contracts used in Section C, above, for sta- 
tistical sampling, were verified to be actually delinquent 
@ecording to the definition in Chapter I. The CDL, however, 
contains contracts that are both "delinquent" and "delayed" 
but does not differentiate between them. The CDL simply notes 
them all as delinquent. This is a negative aspect of the list, 
because a substantial amount of time must be spent "debugging" 
the list to separate delinquent contracts from those that are 
Mieaemror Other than contractor fault. 

A single GS-5 is assigned to review and update the CDL 
each month. Since there are over 2000 individual contractors 
on the list, the review is generally limited to, perhaps 100- 
150 contractors. The system 1S very slow to purge non-relevant 
data from the listing, so this employee enters into a lengthy 
process of checking computer records to see if contract pay- 
ment has been made, verifying whether or not specific stock 
items have been received and calling contractors themselves to 
obtain personal status on listed contracts. The GS-5 also 
reviews the actual contract files for status information, calls 
miewcognizant DCAS office and talks to contract administration 
personnel on the floor, who may be a party to status information 
not yet obtained. This entire, onerous, time consuming proc- 
ess is designed to compensate for computer deficiencies. The 


computer simply does not provide for continuous updating of 
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eae CDL, such as remeving completed contracts from the list 
and segregating delinquent contracts from others where the 
government may have a hand in the delay. This is the reason 
many individuals feel the CDL is 60-65% in error. As such, 
the usefulness of the CDL is marginal at best. Branch super- 
visors do not use the CDL. One branch supervisor had no idea 
that the CDL even existed. Additionally, the CDL does not 
contain spot buy action data, which represents virtually 50% 
of the work performed by the Contract Management Division and 
in itself represents work that is highly susceptible to 
agelinguency. 

The CDL, in sum, is of little effective use as a manage- 
ment information source. The listing is infrequently updated 
and therefore highly susceptible to error. It 1s an information 
offshoot of a much larger, non-procurement dedicated system 
and as such is not designed to provide the type of accurate, 
comprehensive information needed by the procurement manager. 
At best, it may be considered a reference guide for supple- 
mental data on the delinquency problem but it 1s not an 
effective delinquency management tool. 

A second delinquency management information source 1s 
m@emcontractor Experience List (CEL). A Contractor Per- 
formance Board, at SPCC, reviews contract history data of 
potential or actual problem suppliers. If a particular 
Seneractorn's past performance is such that a careful con- 


Sideration and review must be made on him prior to award, 
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the firm is placed on the CEL. Prior to making an award to 
aecarm ligted on the CEL, the buyer mast obtain approval of 
the action from the Contractor Performance Board (2xcept for 
actions below $10,000). 

The CEL is an excellent tool that provides the procurement 
Manager with comprehensive data on contractor performance and 
a vehicle through which award may be withheld (within reason) 
from historically poor performers. Excellent input data is 
also received, upon request, from DCAS regarding firms recom- 
mended for inclusion on the CEL. The DCAS letters provide 
the procurement manager with detailed statistical and narrative 
information regarding the firms in question. The sum of material 
available to the procurement manager from the CEL process is 
excellent and useful but there is a gap left in this informa- 
tion process where the CEL ends. 

The Contract Performance Board meets but cnce a quarter 
(unless directed otherwise). The CEL is reviewed and updated 
at this time. Following the October 1982 quarterly update, 


the CEL was changed as follows: 


Firms recommended to be retained on CEL: 20 
Firms recommended to be added 4 
Firms recommended to be deleted a? 

Net: 30 


Although the CEL represents the most consistent offenders, it 
meavrdes for only about 1% of all SPCC contractors that are, 
or have been, delinquent. The board simply cannot, in the 
Space of time available to it, review and advise on each and 


every delinquent contractor, so there is a gap where the 
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review process ends. Unfortunately, the CDL takes up very 
little of this slack. This leaves the procurement manager 
Peenea Single, efficient, though limited source of delinquency 
management information. The bulk of real-time delinquency 
data is not available to him. Instead, he must rely ona 
problem-solving formula that combines exception management 
a@emcdedicated item support. 

There is no doubt that the majority of delinquencies are 
handled via the exception process. A scenario that provides 
an example of why this is so is as follows: A contract has 
been awarded by SPCC and as noted in an earlier section of 
this chapter, responsibility then shifts from the buyer to the 
administrator. Since performance has just been initiated, 
the contract administrator has no need to take action on the 
file so it passes along to the central file for temporary 
meeieage, the awardee was a sole-source contractor. Even 
though better judgment dictated otherwise, the buyer had to 
make award to this firm because no one else was available to 
do the work and the item was badly needed. A few weeks into 
the contract, the contractor realized he had over-booked his 
production capacity and began to fall behind on his Navy work. 
From past experience, the contractor was certain that if he 
said nothing, the Navy would not even know he was running 
behind. DCAS, after nearly 90 days delinquency (as is the 
noted reporting lead time for DD1654's) submitted the first 


"actual" notice of delay in production via a DD Form 1654. 
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Due to the immediate needs of an enormous workload, the notice 
was cverlooked, then filed to be worked on later. At DCAS, 
the industrial specialist, facing the same type of workload, 
was assured by the contractor, after repeated inquiries, that 
his earlier overload had bottomed out and he was now back on 
Sehedule. The industrial specialist noted this on his next 
Bierorm 1654 to the administrator. Since he was too busy to 
check personally, he decided to rely on the contractor's 
Submission. He therefore recommended "leave delinquent." 

The administrator, absent a desire to add more work to his 
already full schedule, complied with the DCAS recommendation. 
The required delivery date (RDD) came and went. The contract 
had shown up on the CDL a little earlier but had been one of 
nearly 2000 on the list. It drew little attention. The con- 
tractor was not on the CEL. The contract continued to lapse 
until the item manager finally realized he had not received 
his material and decided to call the Contract Management Divi- 
auem. The exception had been made. From this point on, once 
visibility had been obtained, management attention was directed 
@emenat particular contract, the problem was solved and the 
material was received. 

The above example of exception management is based on a 
real case, one that is not considered unique. The problem is 
visibility and dedicated management attention. This particular 
aspect will be discussed in the next chapter. The point to 


be made, however, is that management by exception, because of 
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the paucity of effective methods and tools available to the 
procurement manager, has preeminence over all other delin- 
quency problem-solving techn.igues. 

The other part of the problem solving formula, available 
to the procurement manager, is dedicated item support. The 
External Acquisitions/Contract Expedite branch serves this 
m@emetion. The branch monitors contractor performance cn high 
interest contracts and conducts expedite/follow-up actions to 
ensure timely delivery of contract material. Although the 
branch is assigned other expedite/delingquency related tasks, 
research reveals that the scope of the response is limited. 
Such lofty sounding responsidility assignments as "Analyses, 
evaluates and initiates appropriate actions to resolve delin- 
quencies utilizing tne contractor delinquency output from the 
CSR" [Ref. 17] is mereiy the work of a single GS-5 updating 
the CDL. Other delincuency related tasks are performed here 
but they are primarily related to specific programs or pro- 
jects such as SHIPALTS, Selected Item Review (SIR), or high 
level review of stock items for SPCC. Exception management 
enters the process here also. Much of the delinquency related 
response revolves around requests for action from customers. 
Branch personnel tend to work along the lines of item delivery, 
where the contractor is late or when delivery has to be moved 
up or where the monitoring of progress of an item is desired. 
The concept of management that directs attention to specific 
variables or sets of variables in the procurement equation 


works well for what it is tasked to do. The problem lies in 
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the fact that wherever there is a focus of attention, there 
1s a narrowness of scope. Attention may be dedicated to a 
select grouping of items operating around a single variable 
Piemeas Gelivery or price but without sacrificing accuracy 
and efficiency, that same attention cannot be applied over 
the greater body of items and the full set of variables. 

Some other, more enduring technique or set of techniques must 
be used. 

To summarize, it must be said that management at SPCC 
recognizes and is attempting to respond to the problem of 
delinquency. The problem has not been masked or hidden but 
given the degree of management attention that displays a 
strong desire to move toward the most cost-effective, enduring 
problem-solving strategy. Response to the problem has been 
somewhat muted by the inadequacy of the tools available and 
the workload generated inertia that causes the procurement 
manager to rely on means and methods other than those he 
would no doubt choose to employ. There are, however, other 
limits imposed upon the procurement manager's ability to 
respond to the delinquency problem, limits that are at once 
recognizable and approachable yet difficult to grasp and at 
times deeply imbedded in the system itself. With enough 
effort and disregard to cost, any given source of management 
information can be updated, improved or even developed to 
provide the manager with more realistic, accurate and up to 


date information. What desire and money may not be able to 
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do, however, 1S remove some of the more system entrenched 
impediments to delinquency problem solution. The next section 


investigates this particular question. 


E. MANAGEMENT CONSIDERATIONS: LIMITATIONS 

Perhaps the single greatest limit imposed upon the pro- 
curement manager's ebility to effectively deal with the delin- 
quency problem, is workload. Management must first address 
workload when entering into resource allocation decisions, 
when determining how to approach problem-solving situations 
and when deciding how best to achieve mission objectives. 
Chapter II, Section E, illustrated the workload currently faced 
by the Contract Management Division. The workload may be 
Summarized as being composed of: 

A) An enormous volume of work to be accomplished as the 
result of increasingly complex weapons systems and an ex- 
panding Navy. 

B) A levei of staffing inadequate to provide the degree 
of attention necessary to properly perform all work. 

C) A substantial diversity in the type of work to be per- 
formed, the time frames necessary for proper performance and 
the manner in which the work must be accomplished. 

These workload characteristics create a form of inertia that 
must be dealt with by each individual worker. Rather than 
being able to apply a concise,methodical approach to the work 
at hand, the worker finds himself constantly responding to 


new developments which draw him farther and farther away from 
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amy form of structured performance. A rather crude but illus= 
trative analogy would be to view performance of stock and in- 
use item procurement administration as a simple linear 
regression. The "true" regression would represent a structured 
level of performance characterized by: 

A) A prioritized, sequenched approach to existing and in- 
coming work that balances the need to complete work in process 
with the level of attention that must be applied to incoming 
requirements. 

B) A continuous assessment of cognizant procurements con- 
Sisting of performance, quality and progres:s updates which 
determine the degree of dedicated attention the administrator 
must apply to ensure all contract requirements are met (adminis- 
trators are currently assigned cases on the basis of level of 
difficulty and experience level. Cases are further divided 
eeeemabetically, by contractor name). 

This type of structured performance would assure the manager 
that his workers are processing routine work in the minimum 
amount of time allowing for proper analysis and accurate 
response. It would mean that higher priority work 1s provided 
Memetirst, but organized in such a way that it is not performed 
at the exclusion of all other work. Finally, it would mean 

that the administrator, through continuous review and update, 

is ahead of potential problems because the process automatically 
highlights areas where contract performance is deficient. 
Problems such as delinquency would get the amount of visibility 


and dedicated attention necessary for its solution. 
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iimseabi ty, the process is characterized, almost exciu- 
Sively, by reactionary response. An enormous volume of highly 
diversified work has been imposed upon, what this research 
reveals, an inadequately sized staff comprised of a less than 
optimum number of senior, more experienced workers. Each 
worker is caught up in the inertia of having to respond (react) 
to the needs of their cognizant procurements, as they come up. 
This reactive process builds upon itself. Each problem, or 
action demands the time and attention of the worker. As more 
and more actions arise, backlogs begin to dominate and the 
workers attention must be divided among a large number cf re- 
quirements rather than being dedicated to just a few. To 
Simply process the work and clear it from one's desk, all the 
virtues of good performance (1.e., accuracy, completeness, 
comprehensive review and analysis, continuous updating) are¢ 
diffused or diluted because they must be applied over a large 
spectrum of actions ina relatively short period of time. 
Problems are not solved, but instead, are attacked through a2 
series of very marginal adjustments. It is the essence of 
Pmmacaling through." 

Instead of residing along the line of true regression, 
worker performance may be viewed as a process of continual 
response to deviations both above and below the true regression. 
The deviations take the form of reaction to the unending flow 
of incoming requirements or needs, never allowing the worker 
to proceed along the optimum path. Therefore the best "fit", 


the line that corresponds to the level or nature of worker 
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Per rOrmance necessary to cope with the existing workload, 
varies dramatically from that which represents the optimum 
approach for delinquency problem solution. 

This, then, is the workload generated limiation management 
must deal with. The disparity between necessary performance 
and actual performance will force the procurement manager to 
redefine his delinquency problem-solving strategy and explore 
other alternatives that are tailored to take into considera- 
Mem the Capacity and limitations of his workforce. In the 
absence of increased staffing and/or reduced workload, this 
limitation will persist and the optimum problem-solving strategy 
will be beyond the manager's grasp. 

A second limitation was discussed in depth, in Section B 
Smeeeiis Chapter. The limitation has to do with the inflexi- 
bility of public entities in dealing with a changin environ- 
ment. It 1S a rare case when a public entity is granted enough 
autonomy to establish its own course of action in dealing with 
1ts environment. The need for oversight of the expenditure 
of public funds, has, over the years, created an enormous, 
cumbersome array of statutes, policies, regulations, executive 
orders, directives, standard operating procedures and the like, 
which have, despite their good intent, promoted a devolution 
of good business judgment. The procurement manager finds him- 
self accountable to the public at large, via statute and so 
Decor tne PLometion Of social, political and economic objec- 
tives that take precedence over all other business considerations. 


These objectives, plus the overriding concern for equanimity 
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at the expense of good judgment, have served to mitigate the 
potency of a great number of remedies available to the procure- 
ment manager. For example, flexibility in source selection 

is limited, in the case of formal advertising, because the 
contracting officer is forbidden, in the absence of a deter- 
Mination of non-responsibility, to award the contract to other 
than the low bidder (assuming the bidder is respcnsive). The 
Comptroller Generali has ruled that the Contracting officer, 

in such cases, must make award to the lowest responsible bidder. 
It 1S quite easy for a small business to overturn a determina- 
MEreme OL NOn-responsibility by applying for a Certificate of 
Competency (COC) from =the Small Business Administration (SBA). 
Although the SBA assum2s responsibility for performance after 
the issuance of a ZOC, it does nothing to mitigate the impact 
caused by the contractor's intransigence, if such occurs, 
Beeeer contrect award. Nearly 50% of all SPCC contract awards 
(excluding modifications under $10,000) are made to small 
businesses, the majority via formal advertising! Similarly, 
mienwcOntracting officer has little room to maneuver if he 
suspects a buy-in. "Should cost" determinations are rarely 
made in stock and in-use item procurement. In the absence 

of a solid pre-award survey determination that actually can 
challenge the contractor on what performance is likely to 

cost (the onus is on the Navy to prove the contract cannot be 
performed at the quoted price. It can rarely do so without 
being heavily challenged by the contractor) the contracting 


peeteeeecansco fittle except walt until performance becomes 


81 





-_ 
&> 
| 
-_ 
€ 

e — 
& 
fe 
LU 
= - 
= 

= 

—- 

2 
. = = 

= > 

> 
=> 
Oe a> 
_> 
= _ 
ee 
_ 
a 
aan 





delinquent. In addition, the fairness doctrine has given 
prospective contractors great leverage in influencing the 

source selection process in court or at the General Account- 

ing Office. "Contracting Officers seem tc have become more 

and more conservative because of the ease with which an 
unsuccessful offeror can lodge a pretest. In response to 

this, and in an effort to increase objectivity, source-selection 
criteria have become more numerous and detailed, so detailed 

in fact, that we may fast be coming to the poxznt where the 


methned begins to overshadow the objective" [Ref. 18]. In, A 


Beeore Onvthe Feasibility of Using Liguidated Damages Clauses 


Memo Oletamy Incentives in Stock Procurement Contracts, Captain 
J.H. Mayer, SC, USNR-R, states that termination proceedings 


and a refusal to award based on poor priox pexformance repre- 
sent part of "an effective arsenal ci weapons to show that the 
Navy wants a stock delivered when promised by the contractor" 
(Ref. 19}. This thesis submits that this "arsenal of weapons" 
1s severely diminished in impact because 2f tae procurement 
managers inability to be flexible in choosing the time, place 
and manner of their use. One final example will make this 
ooint. Would it be cost effective and beneficial to the Navy 
to begin termination proceedings against a sole source con- 
tractor who is two months late in delivering, a long lead time 
to produce, critically needed item that only a single contractor 
makes? If defaulted, how long will it take to reprocure the 


item? Who will provide the item the next time? How much will 
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the whole administrative process cost, recognizing that the 
Sverage value Of @ Single delinquent contract is just slightly 
above $17,000? Can this be considered an effective weapon? 
Other factors which may be said to limit the procurement 
managers ability to deal with the delinquency problem are: 

A) The dynamic forces of this unique procurement environ- 
ment, by their very nature, tend to upset any attempt to in- 
still orderliness upon them. Peculiar requirements, spot- 
buys, volume inconsistencies, contractor-internal deficiencies 
and conflicts of objectives, among others, create dysfunctions 
that defy management control and foster problem formulaticn. 
This limitation, along with inflexibility, changing needs ane 
Bemaeiles Of the sovereign, lack of close contractor relation- 
Ships, and lack of contractor commitment are system embedded 
limitations that are difficult and maybe even impossible to 
change. Like workload, management must tailor its rrobiem- 
solving strategy to take these limits into consideration. 

B) The large number of sole-source requirements effectively 
limit the degree of leverage the procurement manager can appiy 
against delinquent suppliers. Sole source procurement aprears 
to be a function of the uniqueness of the procurement envircn- 
ment, primarily because of the type of material required. The 
procurement manager can have little effect on this. The "got 
to have it now" attitude of most customers places fulfillment 
of the need above all other considerations. This affords the 
procurement manager little latitude when dealing with the 


Supplier, especially where delinquency is concerned. 
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There are other limitations not discussed in this section. 
Some are obvious, some not so. The above discussion, however, 
adequately illustrates the plight of the stock and in-use item 
procurement manager as he seeks to confront the problem of 
delinguency. There appear to be far more limitations imposed 
upon his problem-solving efforts, than there are tools or 
techniques available to benefit him. It is certainly not 
a clear cut, fixed dilemma. As this thesis has repeated over 
and over, the process is dynamic and changing. There may at 
times be latitude where a moment ago there was none, flexi- 
bility where there was once no movement and orderliness where 
there was only disorder. In the long run, however, the delin- 
quency management environment is filled with limitations that 
force the procurement manager to continuously reassess the 
meeliataon and tailor his strategy, in light of those limita- 
tions, to best meet his end objectives. 
fer eRoreClivE; THE PROBLEM AND THE ENVIRONMENT, ALL THINGS 

SENS IDERED 

The Chief of the Contracting Office, in a research inter- 
view, noted that the delinquency problem at SPCC was complex 
and outwardly deceiving. The accuracy of this statement is 
evident from a review of the preceding sections. It is truly 
a perplexing problem. To view delinquency as severable from 
the characteristics or dynamism of the larger environment 
would be a gross error. To try to pin down the problem from 
a review of the statistical parameters is equally mistaken. 


It would be akin to viewing an iceberg, where the largest and 
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most important dimension is hidden from view. There is no 
Single sclution to the problem. In fact, there may be no 
solution to it at all. Perhaps the best that can be hoped 
for 1S a greater underst:anding of all aspects of the problem 
which will lead to the clevelopment of tools and techniques 
that will reduce it to more than just an acceptable level. 

If nothing else, this chapter should show that the delin- 
quency problem is interwoven into every aspect of the stock 
and in-use item prcecurement process. Some parts of the problem 
are firmly entrenched in the very fabric of the process it- 
self. These "rocts", if; they may be called such, may never 
be subject to change or if so only very marginally. The 
procurement manager’s concern, then, should be with approaching 
those parts of the problem that are susceptible to change. 
Chapter IV provides a discussion of some of the ways this 
might be accomplished. The author recognizes the complexity 
of the problem and realizes there is no panacea of cures for 
fee Wiat 1S hopea, however, is that a presentation of care- 
fully weighed considerations may provide the procurement 
manager with a method not yet conceived or of a thought not 
yet provoked, that will lead him to a more effective delin- 


quency problem-scelving approach. 
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IV. ANALYSIS AND CONSIDERATIONS 


A. THE PRE-AWARD PROCESS 
If the old adage, an ounce of prevention is worth a pound 
of cure, has any merit to it, we must assume that the pre- 


award phase of a contract life cycle 1s, perhaps, the most 


mmpertcant Of all. It is during this period of time, when the 
rights of the government are whole, that the procurement 
Manager can exercise the greatest amount of influence over 
@@eeruture well-being of the particular contract. The manager, 
during this phase of contract formulation, should be able to 
make certain decisions regarding the level of visibility and 
manageability the particular requirement will nacessitate, 
Seema its life cycle, that will help him monitwr and control 
Semeract performance throughout. 

Early visibility is the key denominator in the procurement 
manager's pre-award decision-making strategy. The manager 
Maoesehsure that his contracting officers ray particular 
peeeomcion tO important performance indicatcrs which will pro- 
vide some form of insight as to the level of management re- 
Seed £Or each particular contract action. Of initial concern 
should be the prior purchase history of an item. If prior 
procurement has been absent any sort of price competition, 
the contracting officer should look deeper to see if there 
tee Gener meaicatcors that might point to potential performance 


problems and hence delinquency. Previous terminations for 
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fewaule Or Convenience are, of course, very overt indicators 
femme cerOuUDled past. Other relevant indicators the contracting 
officer should be aware of are: 

A) Prior contract delinquency problems 

B) Past waivers granted (including a review to ascertain 
the nature and composition of the requested waivers. In 
Chapter III, it was shown that Target Corporation was very 
Sweeective at shifting responsibility for deficient performance 


onto tne government simply by the way they worded their waiver 


requests). 
C) Previous negotiated schedule extensions 
D) Prior deviations from specifications requested 


There are, in fact, two reasons for exploring and analyzing 
such performance indicators. First, past performance is quite 
commonly a very accurate measure of future performance. The 
contracting officer must, on the basis of the evidence before 
him, make a determination as to the level of management atten- 
tion required to see the particular contract through to com- 
pletion. Second, the contracting officer must make an effort 
tO assure himself that poor past performance on the part of 

a given contractor, was not in fact caused by forces associated 
with the adequacy of the government's own procurement per- 
formance. Quite often, specification inadequacies or defi- 
ciencies, technical data package irregularities and other 
requirements package problems continue on from procurement to 


procurement, sight unseen, except in the detrimental erfects 
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imposed on contractor performance. To avoid unnecessary de- 
lays, litigation and performance vagaries, the contracting 
officer must ensure that the government's requirement is 
accurate and concise. 

The high level of sole-source requirements at SPCC put a 
damper on any sort of market analysis tnat may be performed 
by the contracting officer. Nonetheless, Knowledge of the 
characteristics of a given, competitive market, presents 
very Significant insight as to the potential performance of 
its participants. Signs of a depressed market with a number 
Smactive competitors should lead the contracting officer to 
mene Contingency plans for a potential "buy-in". A buy-in, 
on the part of an undercapitalized, under-financed firm, is a 
strong indicator of probable performance failure and therefore, 
suggests a high probability of future delinguency. 

As noted earlier, 50% of SPCC's contracts are awarded to 
small businesses. Data points to a disproportionate number 
of small business performance failures as contrasted to that 
Smmeearger firms. It is recognized that small business partici- 
pation cannot and should not be curtailed to any great degree, 
however, the contracting officer must appraise himself of the 
risk of failure attendant with particular small business con- 
meaets. COntingency planning, visibility and resource allo- 
cation decisions should be tied to the contracting officers 
recognition of the increased risk of doing business with a 


small concern. 
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iinet Or EMe above, 1S ©O inure in the contractiny 
officer, a desire to obtain every single bit of performance 
relevant data possible. This will allow him to effectively 
allocate his management resources (level of attention and 
administrative costs considered) so as to provide the highest 
degree of visibility possible to potential delinquent contrrac- 
tors. If poor performance is expected, this knowledge wiil 
enable the contracting officer to set the level of management 
attention necessary to adequately monitor and controi the 
contract through its life cycle. It will allow him to provide 
early warning advice to interested program elements, to allow 
them to develop contingency plans of their own. Coordination 
between these offices will enhance their surveillance capé- 
bility and provide for a measure of understanding in the 
event of adverse, future contract performance developments. 

A valuable extension of the contracting officer's contrac: 
tor information gathering capability, 1s the pre-award Survey. 
It was established in Chapter III, that SPCC only partiaily 
takes advantage of this most useful tool. DCAS was adamant 
in its request that more pre-award surveys be performec on 
contractors who have shown inconsistency in past performance 
Or who are suspected of "buying-in". It is recognized, that 
in many cases, even though the contractor has exhibited poor 
past performance, the small dollar value of the action plus 
messattendant minor level of criticality do not warrant the 


cost of a pre-award survey. This is a fact of the unique 
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procurement environment that must be accepted. Some of these 
low dollar value, non-critical requirements, no doubt add to 
the delinquency problem. In these cases, the attendant appli- 
cation of intensive management, to preclude performance slippage, 
is net warranted in the face of the costs associated with 

such surveillance. The benefit of committing additional re- 
sources to actions such as this, is far outweighed by the costs 
of such an endeavor. Of course, lack of management attention 
of such a small item, may lead to delinquency, which in turn, 
because of its non-availability, causes the item to become 

more and more critical on the basis of need. As this happens, 
the benefit derived from the utilization of enhanced management 
resources more appropriately matches the costs involved in 
doing so. This is an SPCC dilemma that is not likely to be 
solved. 

Although the Defense Acquisition Regulation (DAR) speci- 
fies that a pre-award survey should not be performed on awards 
of $25,000 or less, it does provide that a pre-award survey 
may be performed on small businesses which may be candidates 
for a Certificate of Competency (COC). Since any small business 
award in excess of $10,000 is a potential candidate for a 
COC, the DAR leaves at least some room for contracting offi- 
cer judgment in weighing cost-effectiveness against the risk 
of doing business with a small concern. In many cases, once 
received, a pre-award survey may not provide information 
strong enough to support a negative responsibility determina- 


tion, yet it may provide information that points to probable 
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down stream performance problems. In this case, the con- 
tracting officer should utilize the information to formulate 
a plan to increase the visibility of the contract so that 
Originating oroblems may be quickly observed and promptly 
Geet with. 

Unfortunately, and as mentioned earlier, in Chapter III, 
Beer nas Dbrovided little flexibility to the contracting offi- 
cer, when dealing with noted poor performers, in the source 
selection process. It is not at all uncommon to find con- 
tractors reaping the benefits of new contract awards even 
though their earlier performance was basically unsatisfactory. 
"The situation is in stark contrast to that of the private 
sector, where organizations generally maintain a list of pre- 
ferred vendors and suppliers. The ‘preferred list' is pri- 
marily determined by experience from previous contracts and 
frequently is the major influence in the determination of 
future awards" [Ref. 20]. In DOD procurement, a contractor 
must be qiven the right of due process if the government pre- 
vents him From competing for contracts. "Any law that would 
Beeerage a prospective contractor's right to compete, other 
than the requirement that he must be responsible, would bring 
into question the integrity of the process as it now exists" 
[Ref. 21]. Therefore, it is quite unlikely that such measures 
as past performance would legally be upheld as a reason not 
BO award a Contract, unless of course the contractor was 


found to be non-responsible. 
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Absent the leverage and flexibiiity necessary to deal 
with poor performers in the source selection process, the 
contracting officer must seek alternative means to monitor 
and control problem contracts through their life cycle. 
Duane Knittle and Daniel Carr, in their study entitled, 
Detection and Avoidance of Contractor Defaults, present a 
very interesting system of contract thonitoring and control 
that appears to have substantial applicability to the delin- 
quency management problem at SPCC. The rrimary tool used is 
a Contracts Characteristics Matrix, shown in Figure l. 
Criticality indicators, based on a combination of the item's 
criticality designator and dollar value, are displayed along 
the vertical axis. The horizontal axis reflects the number 
of adverse predictive indicators which have been identified 
as being associated with the particular procurement. (SPCC 
can, no doubt, refine these categories to reflect specific 
combinations of indicators which are prevalent in their 
particular operations). Predictive indicators, although 
referred to earlier, are presented here, in part, for 
meeastration: 

A) Purchase History 

B) Previous Delinquencies 
C) Current Instability 

D) Past Waivers Requested 

As the authors note, assignment of an action to the 
appropriate cell of the matrix, will provide a structural 


basis for contract management. Certain combinations of 
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h - $100,000 or over 

ib - less than $100,000 

0 - no adverse predictive indicators 

1 - any one adverse predictive indicator 
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- any two adverse predictive indicators 
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EFiqgmee |. Contract Characteristics Matrix 


criticality and predictive indicators suggest an intensive 
management effort. Conversely, and in accord with the dis- 
cussion in Section D of Chapter III, certain combinations 
Suggest only exception management. The authors go cne step 
further, and provide a Management Application Matrix, Figure 
2, with cells corresponding to the possible combinations 
reflected in the Contract Characteristics Matrix. By locating 
the corresponding cell in the Management Application Matrix, 
the authors feel the contracting officer should be able to 


Getermine if: 
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Legend: I - Intensive Management 
i car nemeAiniakats 1S (ao PUMeEl1on Of 
judgment and Resource Availability) 
E - Exception Management 
Figure 2. Management Application Matrix 
A) intensive management should be applied 
B) exception management is sufficient 
C) further analysis is required 


This type of management tool serves as a vehicle for more 
systematic workload prioritization. Of course, personnel 
restraints may dictate expansion of the standard categories 
for exception management. Also, as presented by the authors, 
command experience may facilitate greater standardization, 
thus reducing the number of "F" cells in the matrix. The 
point to be made, with SPCC in mind, is the fact that buyer/ 
administrator split and workload considered, this is an 
exceptional tool designed to help management monitor and 


control suspect contracts without extreme administrative 
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C6@e Or Gisruption. Prepared by the contracting cfficer or 
his buyer and passed along to the Contract Management Divi- 
Sion, this (perhaps) standardized form, prepared for each 
procurement action would go a long way toward promoting an 
PeeteCient, effective system of contract surveillance, thereby 
reducing delinquency through increased visibility and manage- 
ment attention. The idea behind such a management approach, 
is to minimize administrative burden while maintaining an 
acceptable level of performance visibility. A suspense file 
should be established by the cognizant administrator, for 

each contract, to insure significant performance milestones 
are monitored. To conserve resources, only the most signifi- 
cant milestones should be monitored. If resources rfermit, 

a second set of milestones should be identified and monitored. 
In doing so, the administrator can effectively atuwne himself 
to meaningful performance indicators. Passive indicators, 

as noted by the authors, can be defined as the absence of evi- 
dence that a performance milestone has been completed (i.e., 
the absence of a DD Form 250 Material Inspection and Receiving 
Report). The receipt of a Delay in Delivery Notice DD FORM 
375-2, would be an example of an active indicator o£ per- 
formance difficulties. The administrator's suspense file 1s 
aimed at increasing the administrators sensitivity to passive 
indicators. Ideally, SPCC's ADPE system would be the best 
source of a real-time suspense file, providing daily or weekly 
passive and active indicator input to management. In the 


absence of such a system, a manual file must suffice. This 
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thesis proposes that such a system will provide an efficient, 
cost-effective tool for managements use, in the delinquency 
problem-solving process. Again, the key concept is visibility. 
Visibility provides for a heightened awareness of the progress 
of a given contract and thereby creates a vehicle for the 
application of increased management attention which should, 
within reason, mitigate problem effects before they become 
unmanageable. 

Notwithstanding the acknowledged impediments of personnel 
Ceilings and job classifications, time and cost limitations 
and the staid nature of a long established work structure, a 
case must be presented for the one buyer/administrator concept. 
There can be no question, that a separation of buyer from 
contract, following award, contributes to a lack of overall 
commitment to ensure timely, proper performance of all con- 
tract requirements. There are innumerable reasons why the 
buyer should have full responsibility and accountability for 
Mmeeconcractual actions, from initiation to contract comple- 
tion. Many of the reasons were discussed in Chapter III. 
Before closing out this section on pre-award considerations, 
it would do well to briefly examine this concept once more. 

A buyer should have both a strong business and technical 
knowledge. He must understand purchasing principles and their 
applications as well as have a general understanding of the 
business functions involved in and related to procurement. He 


must also have a firm grasp of the technical details of 
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materials he procures and their manufacturing processes. 
Because of his status among suppliers and his intimate knowl- 
Sage ct the contract, the buyer can obtadin more effective re- 
sults from suppliers than can a person of lesser status in 
gee Organization.,. If a buyer is provided full responsibility 
Bem each of his contracts, he will make it a point to fully 
participate in each phase of the performance cycle. Like- 
wise, having full responsibility and accountability for all 
his buys makes the job of measurement and control of his per- 
Permmence miaach easier. In this type of arrangement, as noted 
in Chapter III, the buyer has full visibility of outgoing re- 
quirements while acquiring status and monitoring performance 
of existing contracts. This presents the buyer with a greater 
amount of Leverage to employ against intransigent suppliers. 
Control and therefore continuity of relationships is main- 
tained because there is no gap in the process since the con- 
tract is not being transferred from one person to another. 
Much can be said for cross-training administrators to even- 
tually take over buyer/administrator assignments, thereby 
increasing the number of buyers, decreasing the number of 
requirements each handles and in the long run providing for 

a more responsible, responsive organizational segment. Of 
course, much of the routine work must still be performed Dy 
another group, commonly referred to as "expediters" in indus- 
try. An effective work structure would be highlighted by 


the assignment of a single expediter to each buyer (or buyer 
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group). The expediter would do the work required by his buyer 
with the buyer retaining full responsibility and accounta- 
bwlaty for his work. This would minimize the division of 
responsibility now experienced at SPCC, put more leverage 

and power into the hands of individual buyers and present 

the organization with the type of activity-industry interface 
that has been so successful in the private sector. 

Whatever means are employed, it is a certainty that aggres- 
Sive contract management in the pre-award phase, is the best 
guarantee an organization can have, for satisfactory contract 
life cycle performance. Management must be aware to develop, 
Semerol and monitoring tools, that not only provide for the 
best utilization of scarce personnel resources, but also give 
the degree of visibility necessary to selected contracts so 
as to ensure an adequate level of management attention 1s em- 
ployed. Finaliy, an assessment of the current work structure 
should be made, to take into consideration the maximization 
of benefit that may be gained by applying the one buyer/ 


administrator concept. 


B. LIQUIDATED DAMAGES 

Often, pre-award management initiatives such as those 
discussed above, are not enough to prevent down stream per- 
formance irregularities, no matter how aggressively they are 
applied. Such irregularities, which manifest themselves in 
contractor delinquency, may be ascribed to any number of 


factors, including those which were discussed in Chapter III. 
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In the private sector, it has been said that indivicual firms 
seek to reconcile the majority of their post-award performance 
problems by employing extra contractual methods. These methods 
take the form of personal interaction and reliance on well 
established, traditional business relationships. These pro- 
vide the measure of agreement necessary to correct the problem 
at hand, while standing clear of the use of contractual reme- 
dies for as long as possible. Two principle reasons preclude 
government procurement managers from taking advantage of such 
beneficial methods. First, the impersonalization of each 
contractual action, created, in part, by the buyer-administrator 
split in responsibility, negates all ability to establish 
meaningful buyer-supplier relationships. Second, the flexi- 
bility inherent in the private sector buyer's ability to “step 
outside" the four corners of a contract, to work on inetters 

of mutual benefit, is absent in the case of government buyers. 
Government buyers, contracting officers and agents of any 
sort, are imbued with a procedural mind-set which forbids most 
effort toward innovation and most definitely confines them to 
igen nour Corners of their contract. This is not to say that 
government procurement is dominated by "institutional minds," 
because it simply is not so. The point, however, is that 
legal, statutory, political, social and other considerations, 
force the procurement agent to act predominantly within a 

well established "response" structure or suffer the possi- 


bility of censure if he ventures outside it. Thus, in 
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wovernment procurement, there 15 a far greater tendency to 
rely on intra-contractual remedies to make the Government 
whole in the face of contractor intransigence. 

There are, of course, many remedies available to the 
procurement manager, in the form of contractually established 
provisions, which provide so-called "flexibility" throughout 
the life cycle of a contract. These remedies include: 

1. Debarrment 

This remedy is employed in the case of fraud, anti- 
trust violations or other offenses which raise a question 
regarding a firm's business integrity. It may also be used 
where a firm violates contractual provisions such as the 
Gratuities Clause or it may be used "for any other cause of 
such serious or compelling nature affecting responsibility as 
@esevertiment contractor as may be determined by the Secretary 
of the Department concerned to justify debarment" [Ref. 22]. 
With few exceptions, while a contractor remains on the Debarred 
List, he may not be issued a procurement solicitation nor 
may he be considered for an award of a prime or subcontract. 
Debarment usually is effective for three vears. 

ee Default 

In a fixed price type contract, the government may 
Bemmanate all or any portion of a contract if the contractor: 

1. Fails to make delivery within the time specified in the 
Semeract. 
2. Fails to make progress so as to endanger performance of 


~mMemecOleract, Or 
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5. Heeels Loseeriomn any other provision of the contract. 
Absent excusable delays, the government may repurchase the 
required item elsewhere and charge the contractor for excess 
@eets. Flexipwbity provided to the procurement manager through 
the use of remedies such as the above, is greatly suspect 
because of the extreme gravity associated with their employ- 
ment. It 1s generally understood that these are remedies of 
last resort. They are used whenever there is simply no other 
recourse available. Default, especially, is of little use for 
delinquency sclving because it is far too time consuming and 
expensive a process to enter into, and it does not provide 
for expediticus receipt of required material. Default pro- 
ceedings are usually begun well into the production cycle 
of the vroduci:. Reorocurement simply adds onto the already 
lost production lead time the material has experienced. Thus, 
even in the face of extreme contractor deficiency, it 1S not 
likely that default would be used, if the item was critically 
needed and expeditious recovery was paramount. 

Other remedies such as: 

A) Public Law 87-653 (Truth in Negotiations Act) 

B) Warranties and Inspection 

C) Changes and Modifications 
me) Stop Work 
are classified by reference to the activity to which they 
relate. Although effective in their own realm of considera- 


tion, they have little impact on the problem of delinquency. 
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What remedy, then, is available to the government, 
that mitigates the need for extensive, all encompassing solu- 
tions as provided by the default provision, yet is effective 
enough to dissuade prospective contractors from de-emphasizing 
their government contractual commitments? This thesis pro- 
poses that the use of liquidated damages provides such a 
remedy. 

The government has a right to claim damages on breach 
of a contract by the contractor. There are essentially two 
types of damages: 

A) Unliquidated Damages 

B) Liquidated Damages 
Where there has been no agreement between the parties and no 
court determination has been made, the damages are said to 
be not determined in amount, hence unliquicated (the term 
"liquidate" means to determine by agreement or by litigation 
the precise amount of indebtedness, damages or accounts). 
Unliquidated damages come to the fore when there is failure 
Semeene part Of the contractor, to live up to his contractual 
commitments, and some form of harm to the covernment results. 
The damages essentially flow from the breach and are "measured 
by the amount of money necessary to make the government whole" 
[Ref. 23]. This type of damage provision is not preferred 
because of the extreme difficulty associated with attempting 
to fix the amount of damages entailed, after the breach. 

Liquidated damages, on the other hand, are pre-set in 


amount by mutual agreement of the parties. They take the form 
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oe clauses incorpomated in contracts, which provide. that in 
the event of the occurrence of a specified performance defi- 
ciency (such as delinquency), the contingencies in the clause 
will become active. The courts, in general, while vocifer- 
ously expounding their intense dislike for "penalty" provi- 
sions, have been receptive to the use of liquidated damages 
as a form of resolution of disputes. The first question asked 
Sy the courts has to do with what elements were used in the 
two party determination of the original damage figure. They 
are very interested in whether or not the parties were reason-: 
able. If they determine that the liquidated damages provisions 
serve to do no more than penalize the contractor rather than 
compensate the government for actual damage anticipated, they 
will consider the clause or provision unenforceable. 
The DAR clause passiities with liquidated damages, as 

applicable to supply contracts is as follows: 

7-105.5 Liquidated Damages. In accordance with 1-310, where 
a liquidated damages provision is to be used in a supply cocn- 
tract, the following provision shall be inserted as paragraph 


(f) of the Default clause (7-103e11) and, the present para- 


4? is 


graphs (f) and (g) of that clause shall be redesignated "gq 


ama ‘vine . 


(f) If the Contractor fails to deliver the supplies 
or perform the services within the time specified in this 
contract, or any extension thereof, the actual damage 
to the Government for the delay will be difficult or im- 
possible to determine. Therefore in lieu of actual 
damages the Contractor shall pay to the Government as 
fixed, agreed, and liquidated damages for each calendar 
day of delay, the amount set forth elsewhere in this 
contract. Alternatively, the Government may terminate 
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this contract in whole or in part as provided in paragraph 
(a) of this clause, and in that event the Contractor shall 
be liable, in addition to the excess costs provided in 
paragraph (b) above, for such liquidated damages accruing 
until such time as the Government may reasonably obtain 
delivery or performance of similar supplies or services. 
The Contractor shall not be charged with liquidated 
damages when the delay arises out of causes beyond the 
control and without the fault or negligence of the Con- 
tractor, as defined in paragraph (c) above, and in such 
event, subject to the "Dusputes" clause, the Contracting 
Officer shall ascertain the facts and extent of the delay 
and shall extend the time for performance of the contract 
when in his judgment the findings of fact justify an 
extension. 


DAR 1-310 states that liquidated damages provisions may be 
used when both: 

1) the time of delivery or performance is such an important 
factor that the government may reasonably expect to suffer 
damages if the delivery or performance is delinquent, and 

2) the extent or amount of such damages would be difficult 
Or impossible of ascertainment or proof. In addition, DAR 
1-310 states: 


(b) When a liguidated damages clause is used, the con- 
tract shall set forth the amount which is to be assessed 
against the contractor for each calendar day of delay. The 
rate of assessment of liquidated damages must be reasonable 
considered in the light of procurement requirements on a 
case-by-case basis, since liquidated damages fixed without 
reference to probable actual damages may be held to be a 
penalty and therefore unenforceable. If appropriate 
to reflect the probable damages, considering that the 
Government can terminate for default or take other appro- 
priate action, the rate of assessment of liquidated damages 
may be in two or more increments which provide a declining 
rate of assessment as the delinquency continues. The con- 
tract may also include an overall maximum dollar amount or 
period of time, or both, during which liguidated damages 
may be assessed, to assure that the result is not an un- 
reasonable assessment of liquidated damages. 

(c) The law imposes the duty upon a party injured by 
another to mitigate the damages which result from such 
wrongful action. Therefore, where a liquidated damages 
provision is included in a contract and a basis for 
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termination for default exists, appropriate action should 
bestaken expeditiously by the Government to obtain per- 
formance by the contractor or to terminate the contract. 
If delivery or performance is desired after termination 
for default, efforts must be made to obtain either delivery 
or performance elsewhere within a reasonable time. For 
these reasons, particularly close administration over con- 
tracts containing liquidated damages provisions is 
imperative. 

(D) Whenever any contract includes a provision for 
liquidated damages for delay the Comptroller General on 
the recommendation of the Secretary concerned is authorized 
ome Empowered =to remit the whole or any part of such 
damages as in his discretion may be just and equitable. 
Accordingly, recommendations concerning such remissions 
may be transmitted to the Secretary concerned in accordance 
with Departmental p:cocedures. 


GCaptaimeeeH- Mayer, sc, USNR-R, in his study of liqui- 
dated damages, referred to earlier, in Chapter III, noted that 
there are deep reservations on the part of legal personnel 
and contract administrators as to the effectiveness of liqui- 
dated damages. Legal personnel feel such provisions are 
generally unenforceable and administrative personnel believe 
they will be unable to act on a case by case basis to reason- 
ably estimate damages and monitor the contract. Captain Mayer 
ascribes a great part of this disaffection as being attributa- 
ble to the restricticns placed on the use of liquidated 
damages by the provisions of DAR 1-310 above. A contractor, 
Captain Mayer notes, could cite DAR 1-310 when fighting the 
enforcement of liquidated damages while arguing:~ 

1) The time of delivery of stock is not such an important 
factor that it is reasonable to expect that the Navy will 


suffer damages if a delivery is late. 


t arguments and answers extracted from: Report on the 


Feasibility of Using Liguidated Damages Clauses and Monetary 


Incentives in Stock Procurement Contracts, Captain J.H. Mayer, 
Se, olka Rk. 
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2) if damages do occur on a rare occaSion, the extent or 
amount can be ascertained at the time of breach. 

3) The rate to be assessed as damages must be established 
On a case-by-case basis, not by type or category of contract; 
otherwise it is an unenforceable penalty. 

4) The Navy should have considered that the contract could 
be terminated for default or other appropriate? action such as 
a negotiated reduction in price could be used. 

5) The contract should have a maximum amount of liquidated 
damages. 

6) The Navy has a duty to mitigate damages. It must act 
quickly to obtain performance or terminate rather than allow- 
ing liguidated damages to occur or increase. Close adminis- 
tration is "imperative" and wasn't done. 

7) Finally, equitable grounds for relief exist because of 
delays caused by the Navy, inaccurate contract specifications, 
etc., which warrant the Comptroller General's remitting all 
or a portion of the damages. 

Captain Mayer proposed that there were, in fact, 
answers to these arguments and that, in appropriate circum- 
stances, there should be no reluctance on the part of legal 
or administrative personnel to use and enforce a liquidated 
damages clause: 

1) Damages are usually incurred as a result of added 
administrative expenses and the need to issue spot procurement 


contracts. Furthermore, there is frequently a detrimental 
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Saeeee Ol, Cr eliseee tO, the op@mational readiness of military 
units which should be sufficient to meet argument #1. 

2) It is very difficult to ascertain damages under govern- 
ment contracts. Of interest is the following quote on page 
1716 of Volume II of Federal Procurement Law (FPL), taken from 
the landmark Priebe case: 

Today the law does not look with disfavor upon ‘liqui- 
dated damages’ provisions in contracts. When they are 

Fair and reasonable attempts to fix just compensation for 

anticipated loss caused by breach of contract, they are 

enfored....They serve a particularly useful function when 
damages are uncertain in nature or amount or are unmeasur- 
able, as is the case in many government contracts....And 
the fact the damages suffered are shown to be less than 

the damages contracted for is not fatal. These provisions 

are to be judged as of the time of making the contract. 

3) The regulations do not require a tailor-made clause for 
each individual contract. The amount must simply be reason- 
able for the particular agreement at the time it is made (see 
the quote from the Young case on page 1719 of FPL). 

4) Frequently, a termination for default is an inadequate 
remedy because the production time would have to start over 
again leading to longer delays. Liquidated damages are de- 
Signed to avoid lengthy renegotiation and litigation. 

5) A maximum amount of liquidated damages can be inserted 
in the contract. 

6) <A demand for prompt performance should be made to the 
contractor. As noted in #4, termination is frequently not 
feasible except in extreme cases. 

7) Delays caused by the Navy relieve payments for some 


See SUEsOuntom those days resulting from the contractor's 


failure to perform (see FPL page 1/715). 
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Captain Mayer, in his excellent study, along with 
other individuals who have performed work on this subject, 
is quick to point out that there are indeed, disadvantages, 
associated with the use of liquidated damages. Some of the 
major disadvantages are: 

A) If actual damages prove to be greater than previously 
agreed upon liquidated damages, the Government may not recover 
its actual damages. 

B) There is a "cost" associated with the use of liquidated 
damages because many contractors feel they must protect them- 
selves from the risk of having to reduce final price as the 
result of late delivery, when fault for such may be difficult 
to determine. 

C) An increased administrative burden because of the need 
to carefully estimate damage and monitor each contractor's 
progress. 

D) Increased litigation, taxing the limit of the govern- 

ment's legal resources. 
The disadvantages, nevertheless, are outweighed by the benefit 
of having contractual leverage where once there was none. 
Liguidated damages provide the procurement manager with an 
effective tool that can be used to protect the government 
against failure of a contractor to prosecute the work dili- 
gently to completion. 

As a result of a study performed by the California 


Law Revision Commission, in 1972, Section 1671 of the California 
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Civil Code, was, as shown by Captain Mayer, amended in 1978 
to provide that: 

».-a provision in a contract liquidating the damages 

mer the breach of the ontract 1s valid wnless the party 

seeking to invalidate the provision establishes that che 

provision was unreasonable under the circumstances 

existing at the time the contract was made. 
Captain Mayer has proposed that DAR 1-310 be revised to closely 
conform to this simple yet flexible and powerful provision. 
The scope of this thesis does not permit an in-depth study cf 
this proposal, yet the merits associated with such a xevision 
are clear and convincing. Whether or not revision is made 
to DAR 1-310, however, it stands evident that there is a tool 
available to the procurement manager, that at least provides 
for some semblance of flexibility when dealing with risk asso- 
Ciated with contract performance. The use of liquidated 
damages should not be considered an end in itself, because 
used alone it will be of only partial help in dealing with 
delinquency and other performance deficiencies. 

A management strategy is needed that incorporat:2s 

the enhanced visibility, monitoring and control discussed in 
Section A, with the increased incorporation of liquidated 
damages provisions in stock and in-use item contracts. Nego- 
tiating liquidated damages provisions into a contract after 
award, although helpful in some respects, negates to a great 
extent, the preventative benefits obtained in pre-award 


incorporation of the provision. Management must seek to target 


those requirements, which after careful analysis (1.e., 
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Figures 1 and 2) are considered high risk ventures (from the 
standpoint of probable contractor delinquency) and therefore 
most suitable for the incorporation of liquidated damages 
provisions. lLiquidated damages should serve, not as penalty 
provisions used to blundgeon erratic performers, but as a 
form of negative incentive used to communicate to potential 
G@eringuent contractors, the contracting officer's firm intent 
to abide by the terms and conditions of the contract and 

have the contractor likewise comply. 

In summary, it would do well to present the opinion 
tendered by the courts in Sun Printing and Publishing Associa- 
mom V. Moore, 183 U.S. 642, 699. The opinion should convince 
the procurement manager of the increasing acceptance of the 
use of liquidated damages and should stimulate from him a 
more responsive effort toward their use as a tool to help 
reduce stock and in-use item contract delinquency. The 
Opinion reads, "The courts at one time seemed to be quite 
strong in their views and would scarcely admit that there 
maemwas a Valid Contract providing for liquidated damages. 
Their tendency was to construe the language as a penalty, so 
that nothing but the actual damages sustained by the party 
aggrieved could be recovered. Subsequently the courts became 
more tolerant of such provisions, and have now become strongly 
inclined to allow parties to make their own contracts, and 
to carry out their intentions, even when it would result in 


the recovery of an amount stated as liquidated damages, upon 
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meager OL tne yroOlation of the contract, and without proof of 


the damages actually sustained." 


=. INCENTIVE CONSIDERATIONS 

Where discretion exists within the four corners of a 
Government contract, it 1s likely to be exercised. "The 
Department of CLefense attempts to secure performance by writing 
contracts that limit a contractor's discretion in the acqui- 
SeeerOn process. Thus, if the contractor had limited discre- 
tion with regard to cost and final performance but more 
discretion concerning the delivery date, the DOD contracting 
officer might add a deliver date incentive to encourage early 
delivery." 

The profit goal is considered by DOD, to be the prime 
motivating force behind contractor performance. DAR states:’ 
Profit generally is the basic motive of business 

enterprise....The objective should be to insure that 
Outstancingly effective and economic performance is met 
with high profits, mediocre performance with mediocre 
profits and poor performance by low profits to losses. 
This means that DOD expects the profit objective to motivate 
a particular contractor to complete his contract in a manner 
that is beneficial to the government. Although this regula- 
tory guidance stresses the profit motive, few serious researchers 
have unequivocally supported the use of incentives to achieve 


expected goals. There appears to be a great diversity of 


Opinion as to what actually motivates contractor performance 


lpefense Fequusttlon Regulation; p. 3-22. 
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and therefore should be used as the most effective intra- 
Senusac tual incentive:? 

[ee Peek andeSherer in, ThesWeapons Acguisition Process: 

An Economic Analysis, state, "It is generally assumed that a 
major objective of contractors is to maximize profits, pre- 
sumably by maximizing the price stated in a contract, and 
that these profit-maximization efforts conflict with the 
government's goal of minimizing weapons cost. 

Ey Robert N. Anthony in, The Trouble with Profit Maximiza- 
tions, differs with the above slichtly by noting that managers 
tend to strive for satisfactory rather than maximum profit. 
This 1s because profit maximization is extremely difficult 
to achieve in practice and 1s sometimes immoral as well. 

we emu, in, Theories of the Firm: Marginalist, 
BemoavioOral, Managerial, concluded that, "Maximization of 
money profits is certainly the simolest objective function, 
but it works only in the case of firms exposed to vigorous 
competition." 

me Gomdon Donaldson, in, Financial Goals: Management vs. 
Stockholders, believed that managers as a whole aspired toward 
Semeinumty and growth, not to prorlit maximization. He con- 
Sidered the continuity of the firm and the manager's own job 


to be most important to the individual decision maker. 


opinion excerpts taken from: Theory of Incentive 
SComeeacring: Demeng and Straver, pages 42-51, Defense Manage- 
ment Journal, First Quarter 1981. 
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PE) ebamnol, an, Business sBehavior, Value and Growth, sug- 
gested that the firm's primary objective is the maximization 
of sales, or the rate of growth of sales. 

me PObin Marrs; in, ThesEconomic Theory .of ..“Managerial" 
Capitalism, theorizes that firms will attempt to maximize 
the growth rate of the demand for the firm's products and of 
the firm's productive capacity. 

Demong and Strayer themselves point to several factors that 
can be significant contractor motivators. These include: 

A) growth 

By) new product lines 

C) prestige 

D) improved public image 

E) social approval 

F) national goals 


G) potential for follow-on business 


H) commercial application 
I) excess manufacturing 
J) engineering capacity 


Poe labor capacity 
L) excelling for the sake of excellence 
M) increased profits on other contracts through shared 
evernead: 
The research clearly shows that there are many schools of 
mhought related to the question of what motivates contractor 


performance. More and more, researchers are convinced that 


NLS 





there are a great number of motivational factors that challenge 
the long standing DOD belief in the theory of the effective- 
ness of incentives based on profit maximization. What this 
boils down to, is the necessity for intensive analysis of 
each and every contractual action, to determine the best 
possible incentive vehicle. Management must be intimately 
familiar with the contractor, his organization and the 
internal desires of corporate individuals such as the major 
project managers, to be able to select the optimum incentive 
structure. How does this relate to solving the delinquency 
problem in the procurement of stock and in-use items? 

First, contract cost structures and historical cost growth 
scenarios associated with the high visibility of major sys- 
tems acquisitions, are principally absent from the world of 
stock procurement. The fundamental need for motivational 
instruments aimed at providing incremental or percentage re- 
turn to major system contractors, based on complex criteria 
such as cost or quality control, is evident based on the need 
to satisfy a demanding public. The cost of incentives even 
becomes a major consideration in the total "program" cost 
picture for budgetary purposes. There is no such considera- 
tion in stock procurements. 

Second, the intensive resources required to support the 
determination of what particular incentives are required, on 
a case-by-case basis, are not available, to the stock and 


in-use item procurement managers. 
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Third, and most important, is the philosophical basis for 
using incentive provisions. In complex, high risk system 
acquisitions, the use of incentives seems appropriate, as 
summed up in the DOD Incentive Contracting Guide: "Incentive 
contracts utilize the drive for financial gain under risk 
conditions by rewarding the contractor through increased 
profit for attaining cost (and sometimes performance and 
schedule) levels more beneficial for the government than ex- 
pected (target) and by penalizing him through reduced profit 
for less than (target) expected levels." In stock and in-use 
item procurement, however, absent the high risk and complexity 
of enormous systems programs, there should be a strong resis- 
tance to vaying a bonus to a contractor for delivering material 
on time as he premised to do, as part and parcel of obtaining 
the award. This thesis proposes that, in the absence of 
"extremis", where critically needed spares are experiencing 
dangerously iow stock levels, or in other grave "need" situa- 
tions, the use of monetary incentives to encourage prompt 
delivery and discourage contractor delinquency, should be 
strictly avoided. The risk involved does not lend itself to 
the employment of incentives. There is no extreme cost or 
uncertainty burden levied upon stock suppliers, nor 1s there 
the enormous engineering and technical uncertainty dimension 
experienced by major systems contractors. In major systems 
programs, incentives usually are associated with variable 


elements such as cost control and value engineering or quality 
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assurance, and not with concrete elements such as delivery. 
The law has not established a vehicle that demands a bonus 

for the reasonable completion of all contract requirements yet 
it recognizes performance to be a duty and does in fact give 
remecy to the injured party when the promise to perform is 
breached. A contractor must not be rewarded for doing no 


more than keeping a promise which, by law, was his duty. 


D. POST AWARD MANAGEMENT AND ADMINISTRATION 
Satisfactory performance on a governinent contract is the 

result of adequate planning, monitoring and control, on the 
part of the contractor and the government. This process 
begins in the pre-award phase and no douot follows the path 
(proper or not) set for it there, threoughout the entire life 
cycle of the contract. Successfui implementation of an effi- 
Cient, cohesive, planning, monitoring and control system at 
the outset, greatly facilitates the job of post-award product- 
tion and progress surveillance. Section A of this chapter 
endeavored to present an approach designed to provide for 
Peeeoetivye contract life cycle planning, monitoring and con- 
trol, beginning at the earliest stages of the pre-award 
process, and carrying over into the post-award administrative 
Palm. The intent of such an approach is to facilitate con- 
@eaet administrator efforts to: 

A) Analyze contract terms and specification requirements, 


to ensure adequacy and the contractor's ability to meet them. 
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By) @2evmew ane Gvaluate the contractor's production plan, 
in terms of in-house capabilities and potential performance 
risks. 

C) Monitor the progress being made against the contractor's 
predetermined production plan and its relation to meeting 
contractual schedules (passive/active indicators). 

D) Recommend or take corrective measures, if appropriate, 
to improve the current manufacturing situation if potential 
Or actual delays are seen to exist or where progress is not 
being made commensurate with contract or program requirements. 

An internal control system alone, however, 1s not snffi- 
cient enough to ensure that the administrator receives the 
most accurate, up to date information on contractor production 
progress. What is needed, iS an on-going, communicative, 
cooperative relationship between the in-house SPCC contract 
administrator and the on-site DCAS industrial specialist. 

It is noted that on many occasions, such a relationship does 
not currently exist. Interviewees were split on their per- 
ception of DCAS personnel as partners in the contract adminis- 
tration process. Half felt information provided by their 

DCAS counterpart was often too late and far too "skimpy" to 

be of any reasonable use to them. They equated this with a 
lack of dedication and competence on the part of the DCAS 
administrator. The other half, remarkably, stated that DCAS 
usually provided "too much" information. The common response 
seemed to be "Don't they realize we're far too busy to weed 


through all of this data?" While the author feels there is 


ey 





merit to both points of view, based on a review of DCAS 
generated correspondence, it likewise appears obvious that 
the reality of the situation lies somewhere in the middle. 
It appears that most of the DCAS data is in fact timely 
(although some pointed exceptions will be shown below) and 
accurate. Unfortunately, the poorer reports tend to drag 
the good ones down with them, at least in the eyes of many 
SeeC contract administrators. 

DCAS, likewise, 1s not absent its criticism of SPCC's 
contract administrators. The prepondernace of contracts whose 
performance deficiency is traceable to a lack of a pre-award 
Survey, has not escaped their attention. Much of the corres- 
pondence regarding delinquent contractors, reviewed by the 
author, illustrated DCAS' concern over a reticence on the 
part of SPCC to perform pre-award surveys (see Chapter IV, 
Section A, for a detailed discussion). Of course, pre-award 
Surveys are the buyers responsibility, not the administrator's. 
Nonetheless, like the bac DCAS data that spoils the good, many 
DCAS personnel perceive SPCC as a "whole" when assessing compe- 
tence and commitment. The Feltes report, discussed in Chapter 
III, illustrates another common DCAS perception. It is held 
that SPCC routinely accepts contractor requests for waiver 
meemodi fication Of test or specification data, for the con- 
tractors own convenience in manufacture. It is felt that 
SPCC is lax in pointing out the inadequacies of such contrac- 


tor requests, when they exist. Additionally, it is believed 
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that SPCC takes an inordinately long time to respond to con- 
tractor requests, thereby allowing the contractor to allege 
government delay ard receive a no cost delivery extension. 
These problems do éxist, but as exceptions rather than the 
rule. One tends tc focus on the exceptions, however, and 
= is why there is a prevailing misunderstanding between 
eeeC and DCAS. 

The root. of the problem lies in perception, not fact. The 
vehicle for divergence of viewpoints is lack of understanding 
and communication. Delinquency flourishes where there is a 
breakdown of effective management surveillance and control. 
This breakdown occurs because there is frequently a lack of 
communication and coordination between DCAS and SPCC. This 
problem must be corrected before a successful problem-solving 
strategy can ce developed. 

There must be a continuing relationship between SPCC and 
DCAS in the pre-award and administration phases. It is DCAS' 
Job to keep the PCO (in this case the Contract Management 
Division administrator) advised of contract status and potential 
major problem areas. Similarly, the PCO must keep DCAS ad- 
vised of all production related matters which emanate from 
the cognizant material manager. The DCAS industrial specialist 
is the contract administrator's most important tool in the 
monitoring and control process. The industrial specialist 
has Chespmssoteat presimity to the contractorn that the SPCC 


administrator lacks. The industrial specialist serves the 
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Pers trator by abealyzing the contractor™s production facility 
capabilities and production management techniques and by 
making applicable recommendations for improvements or correc- 
tions of deficiencies. "Industrial specialists evaluate 
contractor's performance on contracts as tc compliance with 
terms and requirements relative to delivery and all related 
production functions" [Ref. 24]. It is the industrial special- 
ist's responsibility to coordinate witn SPCC contract adminis- 
trators while executing his assigned contréct production 
administration function. By working together, the industrial 
specialist and the contract administrator will be able to 
identify early warning signs that may point: to potential 
delinquency, and thus work to prevent the problem before it 
Beeurs. ft 18 no doubt a fact, that stuiccesSful completion of 
a contract is better attained by preventative action rather 
than “after the fact" expediting, which is currently the case. 
By working together to dispel common percestions and open 

up a more cooperative, informative relationship, the contract 
administrator and his on-site industrial soecialist will be 
able to substantially affect the outcome of all contracts to 
which they are a part. 

Without the advantages of an automated control and moni- 
toring system, the contract administrator must rely heavily 
on progress data supplied by his DCAS representative. This 
data may be obtained from many sources. It may be obtained 


from production progress conferences held by the contract 
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Pammoestration office, “from andustrial specialists at the 

Peam site Of from periodic progress reports by the contractor 
to the ACO or PCO. There is a dual responsibility associated 
with the submission and review of the various pregress reports. 
First, the DCAS representative must endeavor to objectively 
and realistically provide progress data "before" actual sched- 
ule milestone slippage. Such has not always been the case, 
based on a review of the Production Progress Reports, DD 

FORMS 1654, forwarded to SPCC. This valuable source of infor- 
mation is often forwarded too late to have any preventative 
value. Additionally the "carte blanche" approach to recommen- 
dations which come in the form of "leave delinquent," is of 
little value to the administrator. This progress report is 
especially useful as an aid to allow the contract administ~atcr 
to increase the level of visibility and hence the level of 
Management attention necessary, based on the report's conclu-~ 
Sions. If the report is not timely, that is, not preventative 
or anticipatory in nature, the process then becomes one of 
exception management and expediting. The contract adminis- 
Ereator, On the other hand, must learn to pay more attention 

to the progress or status reports provided by DCAS as control 
tools and put less emphasis on waiting for the phone to ring. 
The status reports should be integrated into the overall life 
cycle management plan the administrator should have for all 

of his contracts (see Chapter IV, Section A). Given the large 


workload faced by each administrator, it would be a mistake 
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to conclude that the worker will have instant recall of each 
pre-determined, review milestone under each contract he holds. 
However, if a milestone suspense system for active/passive 
indicators, such as that referred to in Section A, is being 
kept, the administrator will have the dedicated memory capa- 
bility necessary to keep tabs on contractor performance. 

The administrator, working with the buyer and a cognizant 
Dems representative, should, during the pre-award phase, iden- 
tify key performance milestones in contracts where life cycle 
performance is felt to be at some risk. Both contractor and 
Government milestones should be included. With designated 
milestones in hand, the contract administrator must establish 
a milestone suspense file that will be used to track the con- 
maect through to completion. As noted earlier, passive and 
active performance indicators will form the major input for 
suspense file upgrading. It is proposed here, that if DCAS 
Dreperly and accurately provides timely status or progress 
information, and if SPCC places more emphasis on these re- 
ports, there will be a system in place that will effectively 
deal with contractor delinquency before it gets out of hand. 

Passive indicators such as the absence of a first article 
DD FORM 250, would key the administrator to begin reviewing 
the impacted contract suspense file to determine what the 
problem is. More important, however, are the active indica- 
tors of adverse or potentially adverse performance. Some 
active performance indicators, as noted by Mssrs. Knittle 


anewCarr are: 
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A) Lack of Physical Progress 
~gaGwemse ieenibnactoOm pregmess: reperts. (DD FORM 375) 
- adverse DCAS progress reports (DD FORM 1654) 
- requests for delivery extensions 
By Technical Difficulties 
- requests for waiver/deviations 
- adverse DCAS technical reports 
C) Financial Problems 
- requests for upward price adjustments 
- requests for revised payment provisions 
- ACO reports of adverse developments 
- bank assignments 
Review of incoming acverse performance indicators should 
cause the administrator to update his milestone suspense file 
and make an assessmert of the problem's potential impact on 
downstream performance. If, after an analysis of all avail- 
able information, the administrator feels performance is in 
jeopardy, he shonld increase the level of management visibility 
Sieeene ly applied to the contract and seek to apply correc- 
tive measures before reaching "extremis". The process entails 
a higher level of SPCC/DCAS coordination and understanding 
than is now the case. Also, administrators should take a 
more active role in constructively establishing improved 
monitoring and control habits such as those discussed above. 
Mewtcmreceanrzea that the current staff available to deal 


with the delinquency problem is not likely to increase 
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dramatically in the near future. Likewise, it iS not antici- 
pated that the exusting workload will diminish within the 
Same time period. Management, then, is faced with the age- 
Old problem of having to do a job that is larger than the 
resources on hand to accomplish it. The foregoing discussion 
presents alternatives that are considered feasible, yet, per- 
haps very difficult to implement under the current condition. 
[ie 1S hoped that some benefit may be derived, however, by an 
examination of such alternatives and tne possibilities they 
present, to the establishment of an effective delinquency 


problem-solving strategy. 
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V. CONCLUSIONS AND RECOMMENDATIONS 


A. CONCLUSIONS AND RECOMMENDATIONS 

Ll. Conclusion--Delinquency on the part of Navy contrac- 
tors plays a key role in exacerbating the shortage of repair 
parts needed to support the fleet. Nearly one-quarter of 
ali stock and in-use item contracts can be classified as 
delinquent. SPCC, in its role as a weapons system life cycle 
Manager, faces a complex, deceiving, yet very real delinquency 
problem. SPCC's ability to ensure that 85% of all requests 
for stock items can be immediately satisfied from on-hand 
resources, appears to be severely tasked because of this prob- 
lem. Unlike systems acquisition or commodity procurement, 
delinquency in the procurement of stock and in-use items 
impacts real-time fleet operational readiness. Like scarce 
Mineral resources are to national defense, delinquency mav 
be the "Achilles Heel” of the Navy's operational integrity. 

Recommendation-~Defense Secretary Weinberger and former 

Deputy Secretary Carlucci, established an objective to balance 
tne real increases in defense expenditures between force 
modernization and improved logistics support. t was recog- 
nized that logistics considerations had taken a back seat to 
system "end-item" considerations, for too long. Two goals of 
Significance, if achieved, would greatly enhance the Navy's 


ability to deal with delinguency because visibility would be 
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established and more money would be applied, in the budget, 
to purely logistics considerations. The goals are: 

1) To set weapons system readiness objectives. This would 
put the readiness objective on par with the more traditional 
management priorities of cost, schedule and performance. 

2) To provide meaningful post-production support. The 
ideal would be to require the military services to budget 
for and establish effective post-production support plans 
for those weapons systems going out of production. 

What is needed is increased visibility of the delinquency 
problem facing major logistics managers. Now is the time 
E@eslLOgisticians to call for additional resources that would 
allow them to achieve substantial gains in the capability to 
maintain ready forces by employing effective delinquency 
problem-solving strategies. 

2. Conclusion--The delinquency problem at SPCC is a 
function of the dynamism of the particular type of procurement 
immepvead and the fact that SPCC operates as a public entity. 
The interplay of unique, stock and in-use item procurement 
environment characteristics, creates a dichotomy of conflict- 
ing goals, objectives, needs and desires experienced between 
the customer, SPCC, and its suppliers. This dichotomy mani- 
fests itself in an overall lack of contractor commitment to 
meet contractual requirements. Likewise, the operation of 
SPCC, as a public entity, fosters an inability to respond with 


any substantial degree of flexibility, to changing conditions. 
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The absence of traditional business relationships, the high 
level of public accountability and the dependence of the 
process on the cnangine needs of the sovereign, are all ele- 
ments of this concept. 

Reconmmencation=-There are elements of the delinquency 
problem that are firmly ingrained in the fabric of the proc- 
ess. SPCC does not have the resources required to attempt 
to restructure the process to reduce its dependence on dynamic 
Variances nor does it have the authority to change the basic 
way 1t does business witth its suppliers. SPCC must recognize 
and isolate overt elements of the procurement process that 
provides a vehicle for delinquency problem formulation, while 
accepting those factors in the process that are essentially 
intangible and not subyect to management intervention. -SPCC 
should seek, through a process of illustration and education, 
to convince responsible elements in the chain of command, 
that the stock and in-use item procurement environment 1s 
unique and warrants special attention. SPCC should strive 
to obtain authority to exercise a greater degree of flexi- 
bility in dealing with its suppliers, especially in the 
source selection process. 

3. Conclusion--SPCC faces an enormous and diverse work- 
load that impedes management's ability to effectively isolate 
and deal with the delingeuncy problem. The inertia of such a 
workload forces workers to "react" to problems as they come 


up rather than rely on a well-structured, prioritized approach 
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to their work. This continuous "fire-fighting" hampers 

management in its attempt to organize the workforce to direct 

their attention to specific problems such as delinquency. 
Recommendations--Three alternatives are proposed: 

A) The obvious, and perhaps most difficult, is to request 
higher personnel ceiling points and a greater namber of in- 
house available billets for buyers and administrators. This 
would effectively reduce the per person case load by dividing 
the number of cases among a greater population of workers, 
thereby enhancing management's ability to promote change in 
@ase Management. 

B) Cross-train contract administrators to take over buyer 
responsibilities (the problem with this is the personnel job 
classification structure). Buyers woui.d be responsible for 
their contract requirements from cradie to grave. There would 
be a greater degree of accountability anda commitment on the 
part of buyers, trade (business) relationships could be estab- 
lished and promoted and a greater amount of leverage would 
be placed in the buyers hands. 

C) Require buyers and administrators to develop a contract 
performance and milestone management system (see Chapter IV, 
Sections A and D) that will add the necessary amount of struc- 
ture and organization to their workload, to ensure adequate 
Visibility 1s maintained over all cognizant contracts, especially 
those considered to be potential delinquents. 

4. Conclusion--Statistics point to the fact that the 


characteristics of the delinquency problem are anything but 
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meer Cult. Management, thus, has a difficult task in deciding 
where and when to apply its scarce resources to engage in 
delinguency problem-solving activity. Delinquent contracts 
vary in value from $5.00 to over $1 million. Some contrac- 
Poms Nave Numerous SPCC cognizant contracts with perhaps a 
Single delinquency while others have each and every one of 
their contracts in a delinquent status. 
Recommendation--Management must become well acquainted 
with the more "overt" characteristics of the delinquency prob- 
lem, characteristics that will provide it with an idea of 
which avenue to choose to obtain the most cost-effective 
solution to the problem. The prevailing philosophy should be 
to minimize administrative burden while maintaining an accepta- 
ble level of visibility over these characteristics. Limited 
personnel resources must be prioritized in the application 
of post-award surveillance of potentially delinquent con- 
tracts characterized by the appearance of "overt" deficient 
performance indicators. 

9. Conclusion--Pre-award surveys are not being used as 
aecool to aid the contracting officer in a determination of 
the acceptability of prospective contractors. DCAS generatec 
correspondence relating to deficient peformers, implores the 
Semetacting O£ficer to utilize this vehicle to gain insight 
into overall performance characteristics of the contractor 
which may impact downstream contract solvency. 

Recommendation--Early visibility is the key denomina- 


Pou immioneenmraect ing OLricer's pre-award decision-making 
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Seradtegy. The DAR leaves room for contracting officer judg- 
ment in weighing the cost-effectiveness of having a pre-award 
survey performed against the risk of possible future contract 
performance difficulties, especially in the case of a small 
business where the use of a pre-award survey may be justified 
all the way down to $10,000. The pre-award survey is a tool 
fae baple to the contracting officer which allows him to 
gather as much information as possible on a contractor's 
albility to meet contract requirements. It is essential that 
tis tool be used whenever feasible so that a data base of 
predictive performance indicators may be established, so as 
t> allow for contract life cycle performance monitoring. 

6. Conclusion--The source selection process, as it exists, 
Mmeaves the procurement manager little discretion (except in 
the case of a determination of non-responsibility) over 
fren contractor will eventually receive the award. This 
inflexibility fuels delinquency by replacing the exercise of 
sound business judgment with external (social, economic, 
metitical) considerations. 

Recommendation--The contracting officer, absent the 
leverage and flexibility necessary to deal with suspect per- 
formers, in the source selection process, must develop a 
workable performance monitoring system (see Chapter IV, Section 
A). The primary goal will be to obtain predictive indicators 
of probable performance. The performance indicators will be 


used to key the contracting officer to the level of visibility 
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necessary to ensure the contract gets the requisite amount 
of management attention. A suspense file will be maintained, 
by cognizant contract administrators, that details specific 
performance milestones in the contract life cycle. The per- 
formance indicators will dictate the level of attention 
necessary, on the part of the administrator, that must be 
applied to the milestone chart in addition to the degree to 
which passive/active post-award performance indicators must 
be monitored. 

7. Conclusion--Delinquency status tools such as the CDL 
and CEL are not sufficient enough to provide the procurement 
manager with accurate, conprehensive, up-to-date information. 
The CDL is infrequently updated and highly susceptible to 
error. The CEL, although a superior tool in its own right, 
1s too narrow in scope to allow for the type of information 
on delinguent status neecled by the procurement manager. 

Recommendation--The procurement manager should have a 
procurement dedicated, automated, management reporting sys- 
tem, which includes up-to-date data on contractor delinquency. 
A computer should previde reports on such things as per- 
formance of individual firms in the form of an index which 
is up-dated and provided each month. Other valuable informa- 
tion would include: contractor volume of business, rejected 
shipments, late deliveries (segregated by fault) and more. An 
automated contract administrator milestone suspense file sys- 


tem (see Chapter IV, Section D) would be optimal. Such a 


igen 


system would continuously update the milestone chart and 
provide real-time data to the administrator tc allow for a 
determination of the amount of visibility and management 
attention required. 

8. Conelusvon--SPCC needs a contractual vehicle that 
mitigates the need for extensive, all-encompassing remedies 
such as Default, yet is effective enough to dissuade prospec- 
tive contractors from de-emphasizing their gcoverninent con- 
tractual commitments. 

Recommendation--Liquidated damages provisions, placed 
in contracts prior to award, provide the procurement manager 
with an effective tool that can be used to protect the govern- 
ment against failure of a contractor to prosecute the work 
diligently to completion. The law does not look with disfavor 
upon liquidated damages provisions. When they are fair and 
reasonable attempts to fix just compensation for anticipated 
loss, caused by breachof contract, they are enforced. 

9. Conclusion--There is a lack of communication and 
understanding between SPCC contract administrators and their 
DCAS counterparts. This rift degrades the cooperative per- 
formance between the two offices, that 15 necessary, if the 
delinquency problem is to be effectively approached. 

Recommendation--There must be a continuing, cooperative 
relationship between SPCC and DCAS in the pre-award and post- 
award administration phases. DCAS must keep the PCO advised 
of contract status and potential maj problem areas. lLike- 


wise, the PCO must keep DCAS advised of all production-related 
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matters which emanate from the cognizant material manager. 
By communicating and working together, the SPCC contract 
administrator and his DCAS counterpart will be able to iden- 
tify early warning signs that may point to potential delin- 
quency and thus work to prevent the problem before it occurs. 
10. Conclusion--The delinquency problem faced by SPCC is 
as intangible as it is tangible. There is no single solution 
to the problem, in fact, there is likely to be no solution to 
it at all. The thoughts, considerations, ideas and recommen- 
dations proposed in this research effort are based ona 
reasonable yet limited review of the facts. It would be 
presumptuous and mistaken to fault, without qualification, 
efforts directed (or not directed) at a problem, without 
fully understanding the problem itself. This research effort 
admits to a knowledge of only the tip of the iceberg. 
Recommendation--Those who know the problem best are 
those who work with it every day. SPCC should rely on its 
own judgment and insight when approaching the delinquency 
problem. It should turn to these pages to discover alterna- 
tives or "a second opinion". There is room for a great num- 
ber of management initiatives on just the tip of the iceberg. 
This alone, warrants consideration of the recommendations of 
this thesis. The deeper, more fundamental aspects of the 
problem, its implications and applicable problem-solving 


strategy, must be left to those best equipped to deal with it. 


ere 





¥d OSNOS IMFH IM 


0 WIN) TOMINOD SHNYd SdIHS AAYN 
ON 18VH) ALIATLDY 
_— ; ; 
HO IS 
JW WIRY Vive 
ae. — 


Dtcve 


-fa)o5dad & aAuWAISSY 


piun 


tbgap GIN I 


Jjbu 
“hibayveatl 


~ 


— ——2 > 


—_ Sa ped WvahQud | VAD 1/2d¥SBLIS 





eye ys Guy NOLLISTU ty Wrst 
CP Mie RE ed 9000) HOTLIOIS UNION: DIVH INOS 
i pamees — wwe 


SJiviS GINA NYdtS dM 
NOLIIIS ENIWEOVNVA PIVEINOD 


we 


NW PER eT 
Y § Dod bear rebel) 


—_s ee ee eee 


a SOR cbit 
Lie Sdivis GINO NwIsSY] 
Suna d dd NOLIDIS ININIOVNVA LIVEINOD 
eg . Iyeé 0 SHVUITHUIRd 
oe WIS NHIWLO ONY NOL LTNOWWY 
J*VIWAIS INT WOY NTP DIS UN TW yhva | VEN) 
“ry ' yi ee ‘ia 
HONVNE >  WNyed 


21TANIS SOND) vant IN UWQOVNVA J OVUENOO 


[| __ 


GHYWWO) SWHISAS AlddNS TWAYN 





NOHVZINVONO INTEVd 


Comm | 
— 
laa) 


i 
wO1192S 
1 13431 ; 


te ea enema 


Ceele 






Téa 
CHVAONdd Wied 


Ect ih 
Lites 
LvHINOD IITANIS 


——— 


ee 


121 
WLUMe UBER MIG 
ONIN Wud Jesva) yuu 





NOL1D3S 
SIIVMINOD WIITS 









GIL et 

Lung 

lB | ANG " 10.. 

Le) i. . 

pote 

‘DINGLIDAY, . 

iter. . ——-— 

hint 


_ynvnayn 


~ ——— = 


INO Jwotwdog yy 
VWI IW TW 


He re 


NOVIIDAS 
“NPANA WuISs 


tt wIdwily 
HOWVUA ONTANG 





= 


PHOWINS NOLIWIS 


68, SAPP EIS COMED IVE NOS 
i] 


= - —. -_- -— -— «= -— e« —_-_ — - 


bedi Ueda Hebden as Sway 


— ~~ — ee Oe ee Ou 


t] 
‘ 
’ 
4 Se s SS 


(______y 


O/€ 


ee ee ed 


SOUSUALIL Re. ov bees 


HIDHJO ONIGHYWHO) 
-7 efy IAF AZ 7? —_ 
POL. -Anosaay 





i 
“J{Vd 


igo @ 


Sie 
PUM) UNE ANH 
ALVdOMU HN /d NSW 


[ vetee 
Linh ONISSJ)0Nd 
t IVA Y NOT YLT 1 10S 


~ -_ —_ = 


“Celt bina 
Olay Ives 
9 WITHVID HZ LF 


—_——_—=— = 


cele 
Abed 


UND AY ry rdyd 


ici 
LINQ 
SNTADa NONTIIV 


— — 


—— oe —— ae ee 


; wir 
NNPEIIS NOTLDS bow 
_ WIT VH AAW 


a = 


“THEE 
MOTE IOS 
HOTELES Doty SWI J 


— A ~ _ —- 


1 tI 
HOMIE OND ALE 


“vn 


a km mg a NS 


(ATD) 


s 


aa 


oA 


S2ZAL ON 


N 
4 
a 


. 


ee 


o 


x 


ae 


20 


ENGy Oey 


7 


ACT 


s 


CONTR 


A 
Gar 


SYuT atm 
od 4446 wm ed Qe 





ne Ee EE 


4 


SAGLDINGN DIN 


GUY WIVOD'SIVDISAS ATdditS FVAYII 


MILI) TOMIHO) SIBVd SUS AAVH 
ATIAILDY 


‘Od 1SVID 


SNOPAH, 


U0 
NorbsdaAt ! 
POV OD OIV Ens 


—— = 


rVvea 
AIVES US avad fa 


HOSTAL 





HOPSTATC 


—— oe —— 


SE LOVED 








MINIIO QMGHVVWOD = - 





ROWE NOO 


HOUVZINVOSO Pav “GIADA 
F 
ae cee 
HOPSTATH 
JMOIUSEOVNVED LOVIEENOO 
oe on ae er : aT 
‘ | 270) | | nol éVara ON] 


Ar 
teu 


OPED DIVE Ea 
SOPOELOAEA 


LHR Dav 


JOTS PARC OH EROVREENOD 
GULISAS OLVIWOD 


rr ~~ 


0 
OH LOVE NOD 


POVIUEHOD IVORWEEDE EI 
Y cRVOTRVIEDG STIR 






ee 





Viva 


(NEV!) 


CONTRACTING DEFARTMENT ORGANIZATION CHART 


Exe ita) 


ie3 








— eee — 


eae GQUYWWO) SWHISAS AlddtIS fYAVH 
BINT) JOMINOD SENVA SdIS AAI 
OM THYID 


AGVIAHDDY NOW VZINVOSO THIN 











GPO ONIONYVIWO) 


OIANB IY 


Nm —— 





SS ree = np 








C170 117g 
WW reV JEORVIG 
HOV ON TDOVIETNOD OMT OVENOD ea JH LOVILLNOD ATE ae 
IVINS /ZP CTA WORE GV ANVETEXAV NOP THO GV PEA 





120 
; HOVSTATQ OND LOVUENOD 
WORE CNV CIVOTAVIEDIES Pn 


a a — a fe 


DIVISION ORGANIZATION CHART 
136 


Bsreleer Bs 


eng 
a i aehtaneientientio ne aiinenenendiinndl 


wrerrntieyr itl: ie 
MJINM}) FJOMINO) Stavd SAIS AAYH 
OH INV) : ALIAILDY 








—_—_— —_ =—. 


i ca en Eee 


G77) U7 
DOREY CORP ENV LOD COMO OM b Seva bra) 
PEEP bOeb Yb Boa HOU EEEINY 





ee ee ee eee ee = 


ONY FIWO) SWHISAS ANAS WWAYH 





Senet 


—— 


aa 





ONVQE ON DLOVEENOD 
SHOQEEEES GHEE VENTEELS 


——-S—— Sh — -_ 


(70 


NOES EAECD Ord Pavo1renad 
CHES AS CEVUNOD 


i a A IS — SS 


— a ia 


NOUVIINVONO TMM 


Tht OU WHO) 


— 





(¢¢0 


PERE VINE 


OME BOVIERNOO) ASV 


ee i i 


WIAQM EY 








— 


PESOELV Dest 
OME ROVUITNOD AVY 


ee ——_:,_ ————— —— —————— nena 





| 
| 
| 


DIVISION ORGANIZATION CHART 


EXE er C: 


ine 








ON LEVI 














TErTicitiLiinil ie 


MIINI) TOMNNOD Sta¥d SAIS RAVEN 


a 


1120 


POV OND LOVE INOS 
SOPOT ED NOE EVEAY 


ee 





—_ ng ST I 


CUEYWWWOD SIWHISAS AlddtS VVAYVE WOHIO ONION W WO) 





AHITAILDY HOUVIINVOWO PNW MIAORAAY 
Amal 70 
WoO PEEVE ONE 
ON LLOVGEROO CPE EEEVS SLOVIEEHOO TORE TEATS 
Ghy SHODIPVOTHOROD 


“EVV, OMEN 


(ct 
NOSTAGG 
OMI OVAIROD SOROS 


ng en ee a 





DIVISION ORGANIZATION CHART 


Ene. bee 


138 









ON Lavi 


G90 


OOH ON DLOVUINOD 
SHUNVA EVER 


eae 





MINI) TOMLIOD SLUVd SATIS AAYN 








Td DAN Dintu IH 


GHYWWO) SWIISAS AlddNS WAVH 





ATIANLDY NOUVIINVOXO INDIVd 


74970 {720 7420 


HONWIUG HONVIUT ONT HONVINAL OR DLOVELNOO 
NOLLISINOOV Sha “LOVUANOD aldsvo LWOddAS ASVE 






Ras eee | 





NOTSTATA 
SLOVULNOD CIV EONS 


MNO ONIONVWHOD  - 


“ATTAD RAY 








1970 


HONVIUT 








“WYO 


ta 


LOVaLENOO SAOTAUAS 
LWOddNS WOLVN 


DIVISION ORGANIZATION CHART 


vo &E 


BAHIBI 


IPSs, 


















14 OSNESDINNNDIM 
WUINID IOMLHO)D SLOVd SJUIS AAYN 


“OM C.D ATIATOY 


—— ae 


GQNYWHOD SVJTISAS AlSdNS IWAYH MIUIO ONIGUV NYO) 





MOH VZINVONO EMIIVd 


SEE SS SE Fal,  - 


MIAO IAY a8 £)) 





ee ee EG a ee ee 











(2920 a ee 

vies il She 1ORLOSS 
la ON LLADY VY La Avay 
CiV AAS SV | ASSMOARE ASVHOUG 








i C20 ee 0 cl C ee 
STIRRGMT RTE PPOs Soh bb LOVILENOD 


(INV GONSTNO.ES RROD 





ae 11920 
“ype i 7 
Se oid ie HOLLIS SCAUGIA 


= - _— —-- — ia -— — — ~— — re ee 





cc a —_——— ~_——- —- a Se 





a ee EE ET TN ES ES 


VOTO (970 C90 1920 
WEP V Sl PISA UAL PORE V UTA HONVIE SEAT EVQUES PN DRY 
IVI OHV HORLVERDE HOS SEORVGIET EEE Via VEVE NOPE EAT OOO 


ee a a ee eee Nope — _ ee or ee ee an eye Sa a ew epee 





— —— - — —_ a — = 


90 
NOPSTATA 
SIE EAWES OW ELOVUENOD 


ng a eee SOO Oe 


ION CHART 


mn 
i. 


DIVISION ORGANIZA 


EAMES ee Fs 


140 











—_— 


ON LYK) 











Te 892 fh eee 
STINT) TONING) SESVE SANS AATN 
. AUtATLDY 


peg ene PS a 


== — 


Beco 


ATTOINA QoVathoo 
/snottistadoy 
WHE LENa 

WONVINE EN IN 
YOVAVE JOVIEENOD 


UIE INU 


~ 


UNEVO) SWIESAS CLAN VY AWN 


NOULVZINVONO INVSVS 


way = = ey 


(VE 


SAVVIS 


NUATS WA 


CES S__ 


eg ee. ge er —_—_—_—_—— 


KE 
SobbVES 
GUILIN NUATSV 
ThONVIE TNO? HWONVAA INN 
SJOVAVI DOVE TNOO SOVANE TOV NOD) 


Vill 


NOESTATC 
JUNI ATOVAVE DOVaETNGD 


YOU ONIN WHO) 


TGTAQN ITY 


rhea 


SHV ARE 
IWEOLIS Wade 
UNV NOLEN 
MONI TNC 
JOVANI DOVeAINOD 


Ty 


("3 ML be na - we ees Fe - (. hee 
a= ’ wa d + 4 e 
VS ate caw a —_ oo a owt ae 


CT R* MS 

ala — Salta l & 
2 oe 
lan a= = iw oe 


-_ 
wv 


od eh oe 
wr Nd oe we ow 


Vs 


a} 


Se Sti 








SAZ301 POSRELL-CSF DELINQUENCY STATISTICS FOR LRC-VR 82248 Page 473 


FSCM MANUFACTURER AND ADDRESS CAD 
xX (CURB CO 53900A 
415 Sobrel Ave 
Girdon PA 21507 


DEL PIIN/CALL CLIN NIIN TOT EXT $ BALANCE DUE 
DATE QTY VALUE 

78302 N0010478VR352 0005 010658762 17 97.41 any 
78332 NO010478VR352 0003 010629251 + 686.40 - 
78332 NOI10478VR352 0002 010629250 6 347256 6 
78332 N0Q010478VR352 0001 010684417 3 568 . 80 3 
79017 NOQJ10478VY760 0001 010292247 8 24 143.76 24 
79022 NOQ0O10478VBD23 OOO01AA 003948703 412 3683.28 412 
78022 NO0010478VBD23 OO01AB 003948703 180 1609.20 180 
79046 NOQO10478VEC14 0001 OGbzo7o72 ~~ 17 Ovio nS ley 
79069 NOQO010478VDS59 0001 003701050 5 342.60 5 


79073 NO010478VDZ43 0001 005496367 1000 440.00 1000 


FSCM TOTAL CONTRACTS/SVALUE CONTRACTS DELINQUENT/SVALUE PERCENT DELINQUENT 


og 9524, 884.94 10 $8,637.16 16295 


EXHIBIT H: SAMPLE PAGE, CONTRACTOR DELINQUENCY LIST 
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